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SEVENTERENTH Re a 


Toronto, Onterio, 
Tucsdey, August 21st, 1951, 
10,50 O'clock A.M. 


The furthor procc:dings of this Committco 
roconvoncd pursucnt to adjournment. 
All partics prescnt, 


Same appoarences as horotofor noted. 


THE CHAIRMAN: Gontlomcn, wo will comc to 
ordcor. Mr. Lonnox is still thc witnoss, and has boon 


sworn. 


OSTALD ELMER LENNOX 
A witness proviously hcard and now reesllcod, who having 


boen alroady sworn, continuss his tcstimony cs follows. 


MR. JOLLIFFE: Mr. Chairman, just beforo wo 


continuc with Mr. Lonnox -- F 


THE CHATRMAN: I have a couplo of mattcrs 


I went to mention, 


MR. JOLLIFTE: Vory wolls; go ahoad. 


Digitized by the Internet Archive 
in 2022 with funding from 
University of Toronto 
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THE CHAIRLIAN: I ha'> some corrcespondcnes with 
the Sccuritieyend Exchange Commission in Washington. That 
is onc mattor I want to montion to the Committec. I 
think I might road tho lcttcor I reccived from thom, 

Wc also he.vo & proposal from Mr. Houck with 
reforoncs to thc Racing Commission, which I think we 
should consider. “Ys might dcoal with that first. 

Mr. Houck has writton that in vicw of tho 
disclosurcs which hove recontly bcon made beforc tho 
Racing Commission, that wo should cnquiro into that 


situation. 


MR. HOUCK: Mr. Chairmen end Mombcors of tho 
Committcs; I have writtcn the Hon. Attorncy Goncral 
(Mr. Portcr) and scnt a copy to Mr. Jolliffco, saying 
that I thought it was our duty, being duly cppointcd 
by tho Government, to takc somo part in conncoction with 
the procccdings before the Racing Commission. I have 
not onc thought thet the Racing Commission is not doing 
a good job. On the contrery, I think it is doing a 
groet job, but, as you know, recing cntails a grcat 
dcal of intcrest by the public, and a great financial 
outlay, as far as tho public is concornced. 

As tho Racing Commission is a commission 
appointcd by the Government, I think wc should go into 


it, just to soo what it is doing, I realizo this may 
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not bo the oppertunc time to call thc Commission boforc 
the Committcc, bocausc the invcstigation is going on 
now, and is ee an appcal which is apparcntly 
satisfactory to thc public, which has shown itsolf in 
the betting at Fort Bric, which happens to be in my 
riding, which I think wes twonty-two porcont. up this 
yoar, and at Stamford, in Niagara Falls, thoy had ono 
of thcir biggost days last Saturday. 

I think this has erouscd & great doal of 
public intcrcst, and I think wc should call tho Chairman 


° 


of the Racing Commission, if not the othor mombors of 
the Commission, aftcr thy have complctcd thcir work, 
I so movc, Mr. Chairman, that at some 


futurc timc, we call the Chairman of thc Racing Commission 


boforc this Committcc. 


MR. JOLLIFGG: I will sccond that motion, 


Mr. Cheirman., <At the samc timo -- 


THE CHALRMAN: I do not know thet wo nocd 


a soconder in the Committsc. 


MR. JOLLIFFE: Psorhaps not. 

Howovor, 1 do soo cortoain difficultios. 
I think it might be of valuc to this Committcc to know 
directly rathor than by hoarsay how tho Racing Commission 


is prococding,. 
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On tho othor hand, I can soo the difficulty 
the Chairman of tho Racing Commission might be in, if 
he was to appcar boforo us in public, Ho is conducting 
an investigation with tho assistancc of the policc, much 
of which is nocossarily confidontial. There arc 
prosccutions pending, and if I worc the Chairman of the 
Racing Commission I would not wish to speak vory frcoly 
about it in public, ponding those proccelings. 

On tho other hand, I think in principlo that 
Mr. Houck is right, and wc should lcoarn directly if it 
is practicablco, from the Chairman of thc Commission how 
tho Commission is prococding, and whethcr adcquato 
facilitics arc availablo to the Commission to meblo 
thom to carry through to complction, tho job which it 
has undortakon. 

I support thc proposal on principlo, but I 


om a bit concornod about the mothod of making it work. 


THE CHAIRMAN: I think Mr. Houck's motion 


was "At somo futurc timo", 
MR. HOUCK: Ycs, Mr. Chairman. 


THE CHATRMAN: And that hoe would allow 
this investigation by the Racing Commission to prococd 
a littlo furthor and at an opzortunc timc, it might be 


guitc in order to call the Chairman of that Commission 










iebel 


big pe 6) i 
\ 







" ne ’ 


cf soe, soe ad 


A si 
yu ee Scan ee ee ear umaG a! 
a Sa he noma Bid ee ey a cat sie paises = dattgo eee 


enc ee eercoy. iegae om disty 





2 id of si erases ea 2 ate 


~ 
~ 
fine 


ns ah A lai ot, (Ralhisel eee? if wie 
FON. Sel Oe Py, AR 














se lt ‘ 
ear 


nN Bib VA ha pb Oeil si hee! ast th ug 0% hi 


CP Oven Siraes merits a ay, ‘at ( ite ies ‘ohne 
{ ; i } ; a7 ase : Rye " if ; 
PP ae bs ty! dik ns, tee tal jpio> bid fort vivre, oy 

Aa ite | Gea He ee Ah heal © cake) stig se 





i, 






x 5 
ae | 
‘ 


t oe if ala so aac ay en i 


2427 . Lonnox 


bporore us. 


MR. JOLLIFFE: Theat is quite truc, but tho 
difficulty is, Mr. Choirman, that there aro prosccutions 
ponding. You end I both know thors mey bo convictions 
and thcroe may be appeals, which will consumc ao numbcr 
of months, 

At whet point is it going to bo foasibl: 
for the Chairman of thc Racing Commission to discuss 
the mattors with us in public? That is what I am 


doubtful about. 


MR. HOUCK: I would bo porfcctly agroceble 
to loaving it to the Chcirman of this Committco and tho 


Chairman of thc Commission for discussion, 


THE CHATRMAN: I would bo glad to spcak to 
the Cheirman of thc Racing Commission and discuss tho 
mattor from all the points of vicw which havo boon 
montioncd, and comc back to this Committcec and report 
es to what his viows may be, and thcn we can dccido 
whothcr wo wish to call him immodiatoly, or aftcr tho 


lapse of a-cortain time. 


MR. GRUMMETT: I think wc should leave it 
ror gomo ovonsidorebic time, beencuse if we callod him 
now, hc would be handicappod, and so would wc, bccausc 


BO much doponds on chorgcs which might be laid, Heo 
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would not want to divulge too much information. I was 
rathcr wondoring if we wero ovor-stopping tho bounds, 

I do not think wo should call himinow. The longcor we 
put off calling Mr. Bigolow, the bottcr I think it will 


bo. 


MR. HOUCK: In my motion, I madc it "At 
some future datc", and I think tho Chairman of tho 


Recing Commission will bc happy to appoar. 


THE CHAIRMAN: I am surc ho will. Is it 
tho will of tho Committcsc that it be lcft that way for 


tho time boing? 


MR. JOLLIFFE: I think our Chairman might 
speak to the Chairman of thc Racing Commission, and 
I think the gucstion we should direct to him now -- 
and it might bo cmbarrassing to the Chairman of this 
Committco to ask that question -- is whethor ho fcols 
he has sufficicnt help to carry through the job that 
is to be dono, 

My point is that I think tho most important 
question at the moment, from our point of viow, is 
whether the Commission is gotting all the assistance 
and all tho help it necds in ordcr to carry through 


the enquiry it has launched. As far as I know, it has, 


— 
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But that is just my impression. It is not bascd on any 
direct ovidonco at all, 

I am informed thcy have had the assistance 
of tho Onterio Provincial Polico and the R.C.M.P. I 
think that would bo adequato, but I do not know whothcr 
they arc running into any tochnical difficulty, or 
whethor they fool thcy arc adcequatcly sorviccd in tho way 
of staff, or whcthcr thoy think thoy nocd morc help. 
That I do not know. If I wore tho Chairman, I would 
not want to talk about it publicly, bcceusc he might bo 
disclosing his probloms to the vory pcoople hc is looking 


For, 


THE CHAIRMAN: I will speck to the Chairman 
of thc Racing Commission and inform him of tho viows 
Pecan Sirs today and will come back with his viows, 
at any rato, and tho Connittcc cen dcal with thom as 


they soo fit. Is that satisfactory. 
SEVSRAL COMMITTEE MEMBERS: Yes. 


THE CHALTRMAN: Thon I assumc Mr. Houck's 


motion will bo carricd? 
SEVERAL COMMITTEE MEMBERS: Yos. 
(Motion agrocd to) 


THE CHATRMAN: I think at this stagc, I 
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should introducc tho corrcspondoco with the Socuritics 
and Exchango Commission, of Vashington. Aftor our 
last mceoting, mombors will recall that a rosolution 
was passcd to the cffcet that tho Chairman of tho 
Sceuritlesind Exchange Commission of VJashington, or 
somconc hc might appoint, should be invitcd to appoar 
before this Committco, to cxplain tho difficultics 
which it cncountorcd in thc sccuritics dcalings across 
tho Bordor. 

An invitation was sont by the Socrstary 
and that was followcd by a lottcr from my socrcetery 
end I havo now a roply from Mr. Entirc -- Richard B. 
McEntire -- who signs himsclf as a “Commissionor", 
I assumc he is ono of tho mombors of the Sccuritics and 
Exchango Commission of Washington. That would appar 
from the lcttor-hcad. 

Tho lottcr is detcd August 17th, 1951, and 
reached my officc yostcrday. It is rathor a longthy 


lettcr, but I think I should road it in full. 


MR. JOLLIF?ZZ: It will not be nocossary 


for the roportor to tekc it donw. 


THE -CHATRMAN: Oh no. It can bo copica 


from tho original. This lottcr roads: 
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Dear Mr. Attorncy General: 

I- have bocn dosignatcd by the Commission 
to roply to Mr. Vichcrs'! lcttcr inviting a 
roprescntative of this Commission to appoar 
boforc th> Committcc on Administwtion of Justics 
in Ontario which has boon hocsring cbidenco 
rogarding salcos of Canadian sccuritics to 
purchescrs in the Unitod Statcs. 

The cxeosses comnitte:, in tho Unitod Statcs 
by a small but Oxtromcly activo group of Toronto 
stock promotors, who for thc last 15 yoars havo 
been sclling stock to U.S. citizcns not only in 
open and wilful dofianco of our lews but also by 
fraudulcnt mcthods, have crcatcd a tendcor spot 
in the rolctions bctwocn our two countrics. 
Naturally, thes. activitics havo beocn & source 
of great conecrn to our Commission, In tho 
past, this particuler arca has bocn merkcd by 
very real misundcrstandings, ond this, wo bclicvc, 
hes contributcd in no smell measuro to tho 
foilure of both nections to arrive at a solution 
to thia unfortunete probiom. For thet roason, 
w2 considsr it osscntial that your body be 
furnished with an accurstc statomont as to our 


objcctivos, the facts avallcbioc to us, our 
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suggested solution to the problem and cortain othor 
meattcrs discussod at thc hcarings bcforce you. 

The qucstion romains, howcvor, whether it 
would not be mor fcasibls to provide you with 
such inform:.tion through corr .spondenec, rathor 
then by sppcarencc bofors tho Committszc. Wo 
bolisve it incvitablo that a lcgislative inquiry 
such as you arc conducting will involvc considora- 
tions as to possible chengcs in your local laws 
or bearing upon th administration of those laws. 
We focl thet active participction in your inquiry 
by way of actual appcaranec before the Committoc 
undoubtedly would involve us in such qu>%stions 
upon which wc should not cxpress vicws., In the 
circumstancss, we concicvs that such an appearance 
would be construcd by many as an unwarrentcod 
intrusion by an cgoncy of a forcign government 
into dom: stic political affairs, Sincoc this 
could rosult in a scvcerc sct-back to tho finc 
work that reccntly hes beon dons in an ondcavor 
to work out on sffuctiv> solution to thc problon, 
wo heve concluded that we should cxprcss our 
vicws to you in this lettcr rathor then by 
appoarance boforc the Committoc. 


It would appzar from thc hearings held to 
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date that, dospito our cfforts, numcrous mis- 
improssions continus to prevail in Canada as to 
our objectives, powors end actions. It is, of 


coursc, cxcocdingly difficult to troct all of thes: 


— 


mattors at longth in this documont,. We shall, 
howovar, try to highlight horc those aspccts which 
best sxplain our rolo in tho arce undor discussion 
end which scom to us to be most in necd of 
clarification. If othor meattcors not treatcd horcin 
are of intcrcst to tho Committoc, wo will bo glad 
to deel with thcm upon requcst. ‘Yo trust, howevor, 
that any such inquirics will not involve us in any 
discussion of puroly intcornel mattors releatod to 
provincial law or administration. 

First, a word as to our objectives. Wo 
undcrstend that it has beon suggcstod to you that 
the SHC apparontly dosirss to block the flow of 
Amc rican capital into Cencdian venturcs, This 
suggestion is so wide of the mark that it is 
rcominiscont of thc propaganda which the violating 
sharc-pushors have bceon spreading in Cancda for 
many yoars. 

We wish to stato with the utmost cmphasis 
that this Commission is wholly in favor of the 


froe flow of capital bectwocn our two countrios 
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and that we have no prejudice of any kind against 
the investment by our citizens in Canadian enter- 
prises. Naturally, we cannot administer the 

laws entrusted to our jurisdiction on the basis 

of a double standard. We, therefore, insist that 
non-residents who seek access to our capital 
markets must do so in compliance with the laws 
which govern any resident who engaces in similar 
activities. In turn, we believe it would be un- 
conscionable for American securities dealers to 
engage in transactions in Canada without complying 
with the laws your legislators have established -- 
and this whether or not the particular security 
desler happened to agree with all aspects of those 
laws. 

I think that ae general understanding of our 
federal securities laws is essential if the 
Commission's attitude is to be construed properly. 
The basic law administered by the Commission is 
the Securities Act of 1933, which also is known 
as the "truth-inSecurities Act." This is not 
the only law under our jurisdiction, but since it 
is the one which has primary relationship to 
thew issues, it is the only one of our statutes 


of immediate interest to your Committee and I 
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shall confime my remarks to it. To the extent that 
you may be interested in the nature of the other 
phases of Commission regulation, you will find a 
brief description of the applicable statutes in 

the enclosed pamphlet entitled "The ‘lork of the 
Securities and Uxchange Commission." 

In describing the Securities Act and its 
administration, I would like to paraphrase certain 
remarks I had occasion to make before the Montreal 
Stock Exchange on May 30, 1950. As I stated at 
that time, the Securities Act of 1933 is simply 
a disclosure statute. MItprovides for the 
registration of securities as the means by which 
all relevant and pertinent facts are to be made 
available to the public. Thus, before any securities 
may be offered publicly in this country by the use 
of the mails or through the instrumentalities of 
interetate or foreign commerce, an effective 
registration stetement regarding those securities 
must be on file with this Commission. The Act 
also requires that a prospectus containing the 
salient facts set forth in the registration 
statement be delivered to all purchasers. ‘There 
are certain exemptions from these requirements 
provided for in the statute. 


The statute invests the SEC with absolutely 
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no power to pass upon the merits of securities 
issues. It permits anything to be sold at any 
price, requiring only that information necessary 

to make possible a fair appraisal of the securities 
be given to those who are invited to purchase. The 
Commission is neither required to, nor allowed to, 
"approve" or "qualify" a security, and the law 

even makes it a criminal offense to reppesent to 
anyone that an issue has our "approval." 

Thus, I trust it is clear that the Securities 
ict does no more then require that the truth be 
told; it lesves with the individual investor the 
responsibility of investment decisions. The 
Commission has no pover to concern itself with 
whether or not the securities being offered are 
speculative or to discriminate unfairly egainst 
the issuer because of his residences. 

The Act also provides for civil and criminal 
sanctions against fraud in securities trans- 
actions and, obviously, the Commission is 
determined to do everything in its power to 
stamp out any appeal for investment funds 
addressed to ae citizens, whatever the point 
of origin, so long as fraud is involved. 


Although the various states also have fraud laws, 
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as a practical matter it is the Commission as a 
federal agency which is primarily concerned with 
frauds which cross state lines or which emanate 
from foreign sources to various parts of this 
country. 

The enforcement of the statutory provisions 
described above represents the limits of our 
Objectives as regards the sale in the United States 
of securities of issuers located in Canada or any 
other country. 

I should like to emphasize that the only 
major problem in the securities field that has ever 
existed between our two netions has revolved about 
the activities of this fringe group of stock sellers 
whose operations are, in our view, characterized 
by plain and unvernished fraud. It is their 
activities that we have been intent on stamping out. 
“e have been ever careful to emphasize that these 
offenders are a minority segment which is wholly 
unrepresentative of the great majority of securities 
dealers in Toronto, in the Province of Ontario and 
in Canada generally. However, their activities 
have been so wide-spread and they have victimized 
so many of our investors that this distinction 


often has become lost. As a result, in recent 
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yeers there has grown up what would appear to be 

a general distrust among certain segments of our 
public against investment in any Canadian securities. 
But the harm that has been done in this respect 

flows from these frauds and not from any action 
taken by this Commission. Once the facts are 
understood, and it is our purpose to highlight 

them for you here, we think it plain that no fair- 
minded person could object to our aims or mis- 
construe them in any way. 

What are the promotions against which we have 
protested so vigorously over the years? So much 
has been said and written about these operations 
that any further discussion of them may seem 
unduly repetitive. You may be quite familiar 
with what we shall say in this respect. Never- 
theless, we are anxious to insure that you have 
before you our ~crsion of these activitiss, which 
is based wholly on investigation and eee EE 
materials within our files. ‘Je are confident that 
even a brief exposition of these schemes will 
demonstrate that the problem is not one relating 
to compliance with the "difficult" registration 
laws of another jurisdiction, but rather is one 


ravolving about fraudulent conduct such as is 
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interdicted by the laws of both our nations and 
which is proscribed by Our common moral precepts. 
We have found these promotions to be character- 
ized by a striking uniformity in modus operandi. 
Apparently any innovations are quickly discovered 
and widely imitated. The approach to the investor, 
the lure or bait offered to him, the misresenta- 
tions made, chiefly over the telephone, are very 
much the same irrespective of the particular dealer 
involved or whether the security relates toa 
gold mine, uranium mine or oil property. Indeed, 
in certain cases we have found the promotional 
literature for separate ventures to be identical, 
except for the name of the security. In view of 
these facts, we believe we are warranted in 
describing thes6 promotions in general terms. 
Although the volume of promotions may vary from 
time to time, sales campaigns attended by some 
or many of the devious methods and misrepresenta- 
tions described below continue up to the date of 
this letter. There has been some recent improvement 
in the quality of the literature mailed to the 
States, but misrepresentations in the familiar 
pattern continue to be made, chiefly over the 


telephone. 
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As you, of course, know the promotions in 
question are inveriably in stocks which are 
associated in the public mind with the production 
of sudden and spectacular wealth; oil properties, 
gold mines, and, in recent years, uranium. Every 
advantage is taken of the fact that there indeed 
have been highly publicized gold and oil discoveries 
in Canada in recent years. The property sponsored 
by the selling declers is more often than not said 
to bs "adjacent" to one of these successful 
developments. In one such case investigation 
revealed that what was described as the "adjacent" 


producing property was actually 1700 miles away, 


BY TH: CHAIRMAN : 

Q. Have you any information about that? 
A. Yes, I have heard over and over again that Indigo 
represented itself as being adjacent to Noranda, when 
it is actually out in the Northwest Territory. I have 
not been able to find any information at all -- 

Q. Have you anything from the Securities 
and Ixchenge Comnission which would support that? 
A. Just verbally. 


Q. They have not written to you at all? 
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Q. Nor sent you any affidavits in connection 
with that case? 
A. They might have, but it would be possibly four or 


five years ago. 
THE CHAIRMAN: Then the letter goes on: 


"In the case of gold mines, it is usually 
represented, not only that the property is 
"adjacent", but also that it is on the same 
vein. 

The limitations of space do not permit 
me to discuss in any detail the various methods 
employed, to whet ths appetite of the potential 
investor. In some cases he is sent, free of 
charge, literature which purports to be 
something in the nature of an objective "market 
guide," but which in fact is designed to 
stimulate his interest in ea particular 
se urity and, «s demonstrated in some cases, 
to separate him from what good securities 


he does own." 


BY THE CHAIRMAN : 
Q. Have any examples of that been brought 
to your attention by the Securities and Lxchange 


Comnission? 
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A. No. I have heard it, but I do not think it was 


dealt with specifically. 


MR. JOLLIFFE: I think there are some 
examples of that in Mr. Lennox’ decisions relating to 


certain properties. 


THE CHAIRMAN: I think that is right, but I 
am wondering if they have made any direct complaints 


to Mr. Lennox from Washington on this specific matter. 
THE WITNESS: No, I do not recall any. 
THE CHAIRMAN (Reading): 


What I would like to do is to list bricfly the 
type of misrepresentations which we have found 
are usually made in the course of telephone 
solicitations. Unfortunately, it has been our 
experience that many telephone salesmen will say 
practically anything, however false, if it 
helps effect a sale. It is in connection with 
telephone solicitations that there is the most 
striking similarity in the methods employed. 
This is not particularly surprising since 
certain salesmen transfer their licenses 
frequently from dealer to dealer. 


Our files disclose many cases in which 
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investors are falsely told of “oil strikes" or are 
given glowing "reports" of mining engineers. Mis- 
representations are made as to the current status 
of the properties. Properties which are nothing 
more than staked-out claims are said to be pro- 
ducing ore in commercial quantities, oil wells 
which could never produce profitably are described 
as commercial producers and representations of 
similar type are made with respect to uranium 


properties." 


BY THE CHAIRMAN: 

Q. Mr. Lennox, have you any information 
from the Securities and Hxchange Commission in regard 
to that class of false information? 

A. Yes. I have some affidavits which mostly deal with 
telephone conversations. As a mattor of fact, Mr. 
McEntire, for the most part, is dealing with telephone 
conversations, and it is in my evidence that I said 
it is virtually impossible to control that. 

Q. And you say they did send you some 
affidavits? 
A. IJ have affidavits here which deal with telephone 
conversations, and with misrepresentations. 

Q- Were they sent to you from Vashington? 


A. They either were sent from Washington, or were 
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sponsored by Vashington. 
Q. How many affidavits have you received 
altogether? Do you know? 
A. I think I have about five or six here now, 
Oo. #1ve or six? 
A. Yes. 
Q. Thet covers a period of how long? 
A. About three years. 
Q. And have you the affidavits here? 


A. Yes. 


THE CHATRVAN: Perhaps I should not inter- 


rupt this letter to go into these details, 


MR. JOLLIFFE: He said he had five or six 
here now. Does that mean there are others, or are they 
all here? 

THE “TITNESS: No. I have already given 
evidence that I can only trace certain ones as 
authentic complaints, but since then I have dug out 


these affidavits. 


BY THE CHAIRMAN: 


Q.- About these same complaints? 


MR. JANZS: I think we had better clear 
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up the letter as we go along. 


MR. GRUMVETT: I think it would be better to 


make a note of things and clear them up afterwards. 


MR, JOLLIF:E: Yes. There are so many 


points in the letter,that might be the best way. 
THE CHAIRMAN (Reading): 


is It is our experience that one misrepresents - 
tion almost inveriably made is that the stock 
is aout to be listed on the Toronto Stock 
Exchange , whereas no arrangements for listing 
had ever been made. The prospect is generally 
told that the shares are being offered to him 
"below the market," “in: advance of the public 
offering," "for a limited time only," or he 

is told that only a limited number of shares 
can be purchased by any one person. Investi-~ 
gation in these cases has revealed that this 
was pure high-pressure "sucker-lure," that 
there was no market for the stock, that often 
the offering had becn in progress for some 
time; there was no limitation on the period 

of offering, and the number of shares that 
would be sold was limited only by investor 


resistance. 
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In promotion after promotion, investors 
also are told that the stock is about to advance 
materially in price. In this connection they 
may be told that a well-known company of good 
repute is about to buy in or, as often happens 
in uranium ventures, that the U.S. or Canadian 
government was about to contract for the company's 
Output. They almost always are told that no 
risk is attached to this type of "investment." 
And finally, in cese after case, the misrepresen- 
tation is made that the monies invested will be 
devoted to the development of the property. 

As you know, this cannot be true in these mass- 
mailing promotions which require substantial 
expense for writers, layout men, salesmen, 
priting, mailing end telephoning and thus 
necessitate extremely high mark-ups if the deal 
is to be a profitable one for the stock seller, 
In addition, vendor's shares are involved in 
these distributions and the proceeds therefrom 
do not go to the company's treasury. The 
investor cannot exercise an informed judgment 
unless he is fully aware of thceso facts, 

There appears to be no limitation to the 


ingenuity employed by some of these telephone 
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salesmen, And indeed, the cullibility displayed 

by many of our investors is equally unlimited. In 
one case, the chief factor which led to an invest- 
ment in a uranium venture was the statement, 
pantingly made on the tclephonec, that "I have just 
returned from the ficlds and the Gicger counters 

are working.” Plainly, the tiost likely victims 

of these schemes are the unsophisticated membors 

of our public who are most in need of the protection 


designed to be provided by the securities laws," 


BY THE CHAIRMAN: 

Q.- Have you any information ebout this case? 
A. No. 
Q. This is new to you? 


A, Yes. 
MR. JOLLIFFE: The Gicger countor? 


THE CHATRMAN: Yes, the "Gieger counters are 


working", 


MR. JOLLIF?E: They usually work if there is 


any uranium there. 


THH CHAIRMAN: Perhaps they do sometimes when 
there is not. 


(Reading): 
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¥ The foregoing summary is not derived from 
isoletcd examples; it epitomizes the sort of 
overreaching we have experienced over the 

course of 15 years. The examplos siven are based 
on the affidavits of so many of our citizens, 
that their force cannot be minimized by 
suggestions that the affiants wore “easy victims" 
es to whom sales pressure was unnecessary, or 
that investors are not above "gilding" thcoir 


stories after they have gambled and lost," 


BY THS CHATRMAN: 
Q. I understood you to say that you only had 
about haJf a dozen affidavits scent to you. 

A. That is all I have beéon able to locate. I think 
perhaps it I gave a specific instamcc, it will throw 
some light on the matter. 

When I went down to Ottawa and mct some members 
of the becitel its Mand Exchenge Commission, to discuss 
the question of extradition, the SHC oponcd the dis- 
cussion by producing a lengthy affidavit -- I think it 
contained over twenty pages -- but they had not sent 
that affidavit to the Ontario Sccuriti.s Commission. 
They had it prepared for their own purpose. iven 


after that, they did not send the affidavit, until I 
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wrote to them and requested production of the affidavit, 
end later I got back word from Mr. Holden, one of the 
counsel, indicating that he had to get permission from 
the full Commission before forwarding tho affidavit to 
me, on my request. 


THE CHAIPMAN (Reeding): 


¥ We are firmly convinced that tho mail-order 
operations as we have known them serve no 
legitimate purpose and must be stopped in the 
interests of both our nations. ‘Je are quick to 
eam t that we have been unablo to copo cffcctivoly 
with these abuses. We aro cqually ready to undor- 
stand the various practical ond legal obstacles 
which have confronted Canadian regulators. 

The evidence concerning thesc crimes, 
committed by porsons operating across thc border, 
is in major part to bo found in the United States. 
Yet, our geographical contiguity and the advanced 
state of telecon unications that woe enjoy have 
made it possible for the offondors to continue 
their opcrations without putting foot in the 
United States. And, as wo shall point out, 
there docs not exist betwocn us an extradition 


treaty which would enable us to apprehend the 
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offenders for violation of the federal statutes 
on which our indictments must be bascd. Never- 
theless, we have had our Department of Justice 
present the evidence obtained in a number of 
these casos to fcderal grand jurics which have 
returned indictments charging fraud in unmis- 


tekeble terms", 


BY THE CHAIRMAN: 

Q- Mr. Lennox, wes there not at loast one case 
where the American authoritics wore ontitlcd to 
extradition but they did not movo? 

A. In our opinion, it was an extraditiable offonce, 
and we sent the information on to the Sccuritics and 
Exchange Commission, and at the samc timc, adviscd them 
the crime, if any, was not committod within our juris- 
diction, and we had consulted with the local Crow 
Attorney on that point, before abandoning the prosecution. 

Q. In other words, it was a case of an offence 
which you did not prosccutc, becausc you ddcided that 
the cfime was not committcd within tho jurisdiction? 

A. Thed ts°2%. 

Q-.- But also you were of the o»inion that it was 
an extraditable offencc, in that casc? 

A. You) 


Q. And you gave that information -- all tho 
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relevant information which you had -- to the Sccuritics 
and Exchenge Commission at Washington? 

A. Yes. I brought the file down today because Mr. 
McEntire telephoned me yesterday from Washington, and 
he seemed to be somewhat concerned about the whole 
thing, so I brought the matter down. 

I do not know whether M, McEnt*re has boon guidod 
solely by newspaper reports, or whether he has an 
transcript of the evidence -- I do not know whether that 
is possible or whether he has been discussing the mattor 
with Mr. Williamson, who hes been proscnt at those 
heerings. 

Q. At any rate, the point in connection with 
extradition which was raised in this lettcr; there was 
one case, according to your statement, where they might 
have obtained cxtradition, at least, in your opinion you 
thought they could -- but thoy did not act at all toward 
that end. 

A, That is correct. But I am not suggcsting that 
our opinion is better than theirs-- 

Q They may have had some othor opinion? 

. | YOB. 


A 
Q. But they did not scvon try? 
A. No. 

Q 


They did not move to cxtradite a cace, when it 
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might have been extraditable? 

A Yes. 

Q. When dd that occur? 

A. In 1950. 

Q. Well, that is a matter on which you have a file, 
and if any member of the Committee wants to qnquirs 
into that, he can. 


A. Yes, of course. That was 1949 and 1950. 


THE CHAIRMAN: Perhaps I had better go on with 


the letter. 


MR. GRUMETT: Before you do, Mr. Chairman, 


may I ask this qucstion? 


BY MR. GRUMMETT: 

Q- What was the nature of the ofience, Mr. 
Lennox? May be it was a minor one, and they did not 
think it was worthwhile taking any steps. 


A It was fraud -- property obtained by protenses,. 


THE CHAIRMAN: Unless it was fraud under the 


Criminal Code, that creates a difficulty. 


MR. JOLLIFF2: If you will pormit me, Mr. Chair- 


man, may I ask a question? 


THE G:ATRMAN: Certainly. 
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BY MR. JOLLIFFS: 
Q. Was there not a test case presscd by the 


American authoritics? 


A There was a casc out in Alborta -- 
Q The Rosen caso? 
A I am not sure of the name of the casc. They 


referred to that. There was one in Toronto some yoars 
ago, I belicve, whore Judgo Barton rofuscd an cxtradition 
order. I have not made a study of them. 
Q Neither have I, but I havo hero (indicating) 
a copy of Tromear, and at pago 469 I sec it seys -- I 
have not got the Roson casc, but according to my 
recollsction, it was a test caso on that point. MTromear 
says: 
"Only some offences of obtaining by false 
pretenses aro extraditeblc under tho treaty 
arrengamcnt with the Unitcod States. A 
supplementary convention of 1890 added to 
the list of crimes specificd in thc Ashburton 
Treaty of 1842, obtaining, ‘any moncy, valuable 
sccurity or other proporty'. 
"It has bocn held that thesc words must 
be construcd by the cjusdcm gonoris rule, and 
that, therefore, the offoncc of obtaining goods 


by falsc pretences, is not oxtraditable. In 
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re Rosen --" 
THE CHAIRMAN: But to obtain moncy by falso 


pretences, would be? 


MR. JOLLIFFE: Apparontly it docs not epply to 
offences of false pretenses and apparently in tho Rosen 
ease, as I recall it, the Alborta court -- was it 


Alberte or British Columbia? I think it was Alborta. 


THE VITINESS: Yes, it was Alborta, 


MR. JOLLIFFE: -- held that tho socuritics were 


goods, not money, 


BY THE CHAIRMAN: 

Q. In this case, Mr. Lennox, which you havo 
mentioned, was the offence obtaining moncy by falso 
pretenccs? 

A Yes, Mr. Chairmen. 
Qe So that the Roson case would not apply perhaps 


to that? 
MR. JOLLIFFE: It was a stock doal of some sort. 


BY THE CHAIRMAN: 

Q. At any rate, that is the situntion; thero 
was onc case which occurred within your recollection -- 
a recent casc -- whore they might have applicd for 


extradition, but thcy did not do it? Whatoveor thceir 
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reasons may have been, that is tho fact? That is 


correct, is it not, Mr. Lennox? 


A Yes. 
THE CHATRMAN: I 3.2% just re-rcad the last 
paragraph: 
od The Gcvidenec conecrning thcso crimes, 


committcd by persons operating across thc bordor, 
is in major part to be found in tho Unitod States. 
Yot, our googrephical contiguity and the advanccd 
statc of tclocommunicetions thet we enjoy have 
made it possible for the offcndceors to continuc 
thcir operations without putting foot in tho 
United States. And, as we shall point out, there 
does not cxist betwoon us an coxtredition troaty 
which would cnable us to apprehend tho offondors 
for violation of tho fcdcral statutcos on which 
our indictments must be bascd. Noverthsless, 

we have had our Department of Justicc prosont 

the evidence obtaincd in a numbcr of these cases 
to fedcoral grand juries which havc returned 
indictments charging fraud in unmistakablo tocrms. 
Our inability to apprehcnd the defendants has 
made tho return of indictmonts littlo more than 


a formal gesture. Novertholcss, thoy represent 
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findings by @ body of impartial citizens of our 
country that thore is good reason to believe that 
frauds havo becon perpctrated. In a few instances 

we have becn successful in apprchendins the 
violators. In two cases, which havc reccivod wide 
notoricty, bonds of :j50,000 and $25,000 respoctivcly 
wors posted and thon forfcited when the shercepushers 
returned to Canada. To the bost of our information, 
they have continucd to lurk on the fringos of thc 


mail-order sccuritics busincss." 


BY THE CHATRMAN: 


Q. Do you know what cascs this refcrs to? 


A Yes, the $50,000 caso -- 
Q I do not want you to give namcs at tho moment. 
A They are tho ones wo discussed before, and I am 


- 


pretty sure i know the other ono. Necithor of thom are 


registcred with the Commission at the proscnt time. 


BY MR. JOLLIIFE: 
Q. Are any of the companics of which they aro 
directors, registered with the Securitics Commission? 
A No, I do not think so. I do not think tho 
individuals are directors of any company -- not that 


I know of. 
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BY MR. GRUMMETT: 

Q. Is thore a closc chock kopt, Mr. Lonnox? 
Once a man has committcd an offence of that nature, havo 
you any sort of an index systom for kecping tab on what 
he is doing from the time of the offoncc? 

A We heave a completc card index, Evory mattor is 

noted on that card. Evon if it is only a ccasc and desist 
order, which is simply a routine mattor. I think we have 


ons of the best “morgucs" in the provinco up thorc. 


BY THE CHATRMMAN : 
Q. The best what? 


A Morgue. 


MR. GRUMMETT: Tho record may be a morguc but 


the man is still living. 


THE CHAIRMAN: They do secm to dic in a somewhat 


lengthy way. 


BY MR. JOLLIFFS: 

Q. What I do not undcrstand in tho caso 
montioned -- that is, tho $50,000 bail case -- if it 
is the samo individual I am thinking of; he has boon 
reeently reportcd and publicizcod as bcing very active 
in promoting mining companics. 


A He etill is not a director of officor of any 
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company that I know of. 

Q And if ho is simply a large shareholdor, thore 
ishothing you could do about it? 

A He is not discloscd as a large sharcholdcr, 

Q If he held an intcrest of more than five porcoent, 
it would have to be disclosed? Is that right? 

A Yes. I put it up to the individual only recently 
about a compeny, and his answer to mc was "I am only 
&@ fiscal agent". He said "I am working for a lot of 
important men", 

Q Let us cloar this up. What docs that moan? 


What do you think thet means, and what is he doing? 


MR. GRUMMETT: Surcly thoro should not bo loop 


holes to permit him to opcrate in that manner. 


THE CHAIRMAN: I think the qucstion"hat is ho 


doing", would be of intercst. 


BY MR. JOLLIFFE: 

Q- And what is his explanation of tho torm 
"fiscal agent"? That is not normally known in tho 
Securities Act, 

A He said ho went up representing a group of 
Toronto people, looking ovor this property, and that 
was his intcrost; ho was paid for his trouble. I do 


not say that I boliove him, but it will be an awfully 
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hard thing to prove it is not truc. 


BY THE CHAIRMAN: 

Q. Sort of @ goneral promotcr, Whatcvor 
promoters do, thoy are sort of a vaguc people who go 
about and find some mining claim, which they think might 
be made to look attractive, and thoy try to gct some 
financial group intercsted to put up cnough to prove 
@ littloc more, and thoy try to got somcbody to put up 
enough to advortiso a bit, and thon got somo registorcd 
broker to go out end sell some of the sharos? Is that 
about what the activitics of thosco back-ground promotors 
would be? 

A Yes. I suppose the Commission could dig up 
a lot of news or"dirt" about thosc mincs which this 
chep startcd to work on five or six yoars ago, but what 
good will comc out of it? Tho prospcctus contains «2 
favourable report from a prominont mining onginocr, 
and they are underground and I do not know that any good 
could come out of it from tho publicts point of vicw, 
or from the point of viow of cxisting sharcholdors, 


by trying to make a story about it. 


BY MR. JOLLIVFS: 


Q. Oh well -- 
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BY MR. GRUMVETT: 

Q. If these men were associctod with any 
venture, I think tho vonture would start undcr a cloud 
as far es your Commission is conccrncod. You know that 
these mon were known in the past as having carriod on 
improper trading and oporation, and as long as thoy arc 
associatod, cven in an anofficial capacity, do you not 
think that your Commission should then be suspicious? 

A We aro suspicious, Mr. Grummett. One of our 
first audits conducted under the Section of the Act 
which permittcd us to go in and oxamino tho affairs of 
any company qualificd and acccptcd by tho Commission, 
was in regard to facts rceportcd conccorning this man's 
company. That was the first ono wherc wo wont in and 
wo made a vory cxtcnsivo audit, one of the most oxtonsive 
we havo held, and we found there was not a flaw we could 
sec from an accounting point of vicw in that company. 

Howcovor, there is anothcr individual -- and it 
is my opinion, for what it is worth -- who is o far 
greater monacc than this man in Ontario. ‘Jc wont in 
and auditcod some of his companics and two of his igsucs 
are now hold up. Thoy cannot bo offcred for salc to tho 
public bocausc tho Commission will not acccpt thom for 
a minute until they got thcir mattors atraightoned out. 


That man is hardly known. This other chap who jumped 
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bail -- cyorything wraps around him, becausc hc has a 
roputation as a sort of an intornational "clown", as 
it wore, but that is not conclusivo. JI can pick worse 


mcn than that for you. 


BY MR. JOLLIFF:: 

Q. Porhaps wc will come to that lator in this 
enquiry, but I do not understand how this can happon 
unless thoso articlos (indie ting) by Mr. Lowis in tho 
St. Louis Star-Timcs arc « completc invention, bocausc -- 
end I am proccoding on the basis, as I said carlior 
in this onquiry, that if think it is noeccssary to 
mention namcs, I will montion namcs, so that thoro will 
be no misunderstanding. I think the incividual roforrced 
to as jumping bail is namcd DcoPalna, who has boon 
mentioncd beforc in the cvidcneo hero. He himsolf is 
onc of the more important pnooplo, but what I cannot 
undorstand, and porhaps you can cxplain, how this 
happened, as I cannot understand it, unloss this 
articlc (indicting) is a complctc invention. This 
says: 

"Albort Edward DoPalma, the onc-timo St.Louis 
waitcor who became onc of Toronto's most 
notorious promotcrs, rcigns over his ramshackle 


empire of mooso pasturs stock cntcrpriscs at 
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185 Bat St. in tho hoart of tho financial district." 


I understood you to say ho is not liccnscd? 
No, 
In any capacity? 


No, and has not boon sinco 1946, 


MR. JOLiIFFE: The article goes on to say: 

The legend on the translucent glass of 

the main office door recites some of ePalma'ts 

activities as follows: 
TANTALUM ROFINING & MINING CORP.OF AMPRICA,LTD. 
INDIGO CONSOLIDATSD GOLD MINES, LTD. 
PETROMINE ZXPLORATION & FINANCE CO. LTD. 
DOMINION RiSOURCTS PUBLICATIONS 
JOHN “J. HAMMOND CO. 

Tantalum, Indigo and Petromine are branded 
as stock frauds by the U. S. Securities & Exchange 
Commission and the U. S. Post Office. 

DePalma says he has no connection with 
Cominion Resources Publications or the John 
W. Hammond Co. These concerns, he says, are 


entirely separate." 
THE CHAIRMAN: What is the name of that paper? 


MR. JOLLITFa: The Financial Observer. 
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Then perhaps, I can skip further down the 
article, which I have no doubt you have read, Mr. Lennox, 
until it says this: 

"Finally, we were summoned into the presence 
of DePalma by one of the slightly-winded runners 
who said: 


'The Chief will see you now'.* 


Then there was a rather colourful description 
of their interview, and he reports that DePalma very 
frankly discussed the charges against him in the States, 
and what it would cost him to keep out of the States, 
and he makes the statement that his whole life for years 
has been dedicated to Canadian mining, and then the 
statement is made: 
"The Indigo promotion is underwritten by Mining 
Financiers, which is DePalma. His name, however, 
never appears in the promotional literature." 


Then it goes on to say: 


"Promoting a gold mine, DePalma told us, is 
a difficult and often "thankless" task. 
We figure to sell a stock issue we have 
to send out a million pieces of mail," he said. 
When I was promoting Palamina at $10 a 


customer, my replies were so small even I was 
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surprised, and I'm accustomed to the risks in 
this business. 

{I figure that only one-fourth of 1 per cent 
of the send-out responded, that is, sent in the 
$10. You can see thet the promoter doesn't make 


as much money as you think.'" 


And so on, at considerable length. Other 
members of the Committee can look at this article if 
they wish, 
Now, Mr. Lennox, unless this article is a com- 
plete invention, how can this man carry on as chief of 
the enterprises and apparently act as promoter when he 
is not licenced, and apparently when he is not a promoter? 


A He does not have to be licenced. 
THE CHATRAN: He does not sell to the public. 


BY MR. JOLLIFIE: 
Q. If he controls over five percent. it should 
be disclosed. 

A He is not a director or officer. 

Q No, he is not a director or an officer, but he 
appears to be the chieftain of this empire. How is it 
done ? 

A I do not know what Mr. DePalma told Mr. Lewis 


but I guage Mr. Lewis by one remark he made about me. 
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He said he asked me a question, and that I glared at 
him as if he was the village idiot and then made a 
reply. 

In all my dealings with the Civil Service, I think 
there is something in the word "Civil" and people who 
come into my office, no matter who they are, are 
treated civilly, and if Mr. Lewis’ account of his 
interview with DePalma is the same as the little he 
said about we, I think that pretty well tells the 
story. 

Q That may be. I do not know Mr. Lewis, and 
have no idea how reliable he is, but is this correct, 
to the best of your knowledge and belief, that this 


man is, in effect, in control of the enterprises 


mentioned here -- the three mining companies mentioned 
here. 
A I know he was in control of Indigo. That 


was started out as the diversified Yellow Knife and 

is now the Indigo, over a period of years, I do not 
know where his interest is now; it does not say, unless 
"once a promoter, always a promoter", which is my 
opinion on the matter, but if we are going to place 

any value in an ensineer's report -- this happens to 


be an eminent engineer -- the Indigo has some prospects, 
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when you take into consideration the.fact that gold is 
a pretty dead issue right now, having regard to pro- 


duction. 
THE CHAIRMAN: Shall we adjourn for five minutes? 
MR, JOLLIFFS: Yes, 


---whereupon a short recess was had. 


“--upon resuming, 


= BY MR. JOLLIFFE: 

Q. I was sorry to interrupt you, Mr. Chairman, 
when reading the letter, but the point I would like to 
get cleared up is this. We have learned from Mr. Lennox! 
evidence, and looking at the Act, that a man has to be 
licensed in order to function as a broker-dealer or as 
a broker, or as an investment dealer, or herae investment 
councellor or as a salesman and yet it is spparently 
still possible for certain individuals to play a very 
active, if not a leading role in the promotion of 
speculative securities without coming into any one of 
these categories. 

As a aattey of fact, this vas drawn to my 
attention since the last meeting of this Committee, 
and I wondered what had happened to some of these 


men who lost their licenses as a result of your decision 
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and one would suppose they found something else to do, 
such as going into the real estate business or something 
of that kind, but I find in any case I have come across, 
they are still in the securities business in some 
different capacity. 

Where is the gap? Will you explain where the 
gap is which makes it possible for a man to control a 
group of companies, and be the “big push", or as they 
called him,"the chief", without being a licensee in 
any of the classes I have described, without being a 
director or officer of the company, and without dis- 
closing more than a five percent. interest in the stock? 
How can that be done? 

A If they do not disclose their interest -- it is 
not the man who does not disclose his interest who is 
guilty of an offence; it is the people who sign the 
prospectus. 

Q That is right, and who would be directors? 

A The directors and the promoters and the under- 
writers. 

Q Doss it not seem likely to you that many of 

pure 
these directors are yo fron ea" for the actual promoter -- 
I should not have said “pure fronts", I should simply 
have said "fronts", 


A That is one of our greatest difficulties now 
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of having a list of nominal directors for the purpose 

you suggest no doubt, but also respectable people in 
Ontario will not take the risk of going on a board of 
Girectors now, in the event of stock being offered across 
the border, and having a secret indictment issued 

against them or a fraud order, 

These people are just nominal directors. They 
are creeping up all the time, and it prevents you from 
identifying a deal. 

I know men in Ontario who have a wonderful 
reputation in the mining field, and if you look at one 
of their deals, with their names on it, you feel pretty 
sure you are getting an honest run for your money, but 
if you have these nominees creeping up all the time, 


it is just another one of those deals. 


BY MR. JANZS: 

Q- In other words, this man could control the 
stock on somebody else's money? He would not have 
five percent. but other people would have the money 
invested, and he would be controlling the stock on 
their investment? 

A We were talking about dummy directors at the 

moment. In this case, if this man had a hidden interest, 
he is not the one who has committed the offence, because 


he has not been required to sign a prospectus. The 
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people who Sign are the people who are offering a 
false document to the Commission. 
I think you mentioned Peg Tatulum. Of course, 


that is not qualified for sale to the public. 


BY MR. JOLLIFFE: 
Q. But was it not offered in the States? 
A That was years and years ago, Mir. Jolliffe. 
Q When it was offered? 
A Yes, It is not being sold to the public now. 
Now, in regard to Indigo; there (indicating) is 
a chart approved by an eminent engineer. I think the 
engineer's name should be made known to the Committee 
(handing the document to Chairman), ane the indications 
are they are trying to make a find, and it shows some 
very high values in gold. I am not a mining man, but 


that is what it shows. 


Q 7 That is in the Northvest? 

& Yes. 

Q That is the one which is not next door to 
Noranda? 

A Yes. 


BY MR. DOWNER: 
Q. It is not listed on the Toronto Stock 
=axchange? 


A WoO~., 
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Q It is not? 


A Wo. 


Lennox 


THE CHATRMAN: Shall we go on with the letter? 


wR. JOLLIFFE: Yes, I think so. I am 


interrupted. 


THE CHAIRMAN (Reading): 


” I believe this is an appropriate po? 


which to dispel the notion that many of 
plaints relate to outdated cases and to 
whose activities have been stopped. In 


testimony before you reference was made 


sorry to 


nt at 

Our com- 
offenders 
the 


to the 


fact that we are most vocal about a former securi- 


ties dealer whose license was revoked in 1946 and 


who thereafter forfeited the %50,000 bail bond 


noted above. The inference made was that we 


repeatedly used this colorful figure as 


a prime 


example of the offenders although he has long 


Since been put out of business. The fact is, 


however, that he continues to be identified with 


current stock promotions in Toronto. Although 


it is true that his license was revoked 


in 1946, 


it was found by our Postmaster General in 1950 


that he was the moving spirit behind the prome- 


tion of Palamina Gold Mines Limited. While 
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this person no longer is subject to the juris- 
diction of the Ontario Securities Commission, he 
now operates as a "middleman" or "underwriter" 


in ventures presently seeking American capital." 


MR. JOLLIFFE: That is the same man we have 


just been discussing. 
THE CHAIRMAN: (Reading): 


"That such status provides a perfect medium for 
operation through fronts seems to us to be too 
obvious to require further emphasis. 

The stock jobbers also have been most 
resourceful in thwarting the effect of the postal 
orders which the Postmaster General of the United 
States has issued in an effort to halt their un- 
lawful activities in our country. Since the 
testimony before you reflects some confusion 
regarding these postal orders I would like to dis- 
cuss them briefly. The Postmaster General has 
issued orders in two types of cases. First, he 
has issued "fraud orders" based on findings that 
fraud is being committed through use of the mails. 
The other type is the so-called "fictitious name" 
order against persons using a fictitious or 


assumed name or title in the conduct of an 
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unlawful business by use of our mails. It should 
be noted that in the cases under discussion, each 
ana every one of the promotions involves wilful 
violation of our federal registretion provisions, 
The effect of the orders in either case is to 
require the postal authorities to mark any mail 
addressed to the person covered by the order with 
the stamp "fictitious" or "fraudulent" as the case 
may be and to return it to the sender. 

From July 1949 to August 1951 our Postmaster 
General issued 70 fraud orders against Toronto 


Securities dealers." 


BY THE CHATRMAN: 
Q. Mr. Lennox, are those the same 70 you 
mentioned in your evidence the other day? 

A I am reasonably satisfied that they are. 

Q Those are the only 70 of which you know? 

A I got a list of the 70 in May. There have been 
more since, 

Q This is up to August, 1951. At any rate, the 
fraud orders you mentioned the other day; my recollection 
is you broke those down and showed they really only 
applied to 20 different individuals. 

A To 20 people who are presently registered with 


the Commission, 
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Q And the others in many cases of fraud orders 
were duplications in the sense that they ee against 
a concern or a different name, but it was the same 
people behind it? 

A Yes. I eliminated duplications. I eliminated 
fictitious names orders; I eliminated the names of 
those firms or individuals who already haa hele 
registrations cancelled. I never suggested in my 
evidence, as I recall it, that the SHC were purposely 
confusing fictitious name orders and fraud orders. I 
said that unfortunately when the matter was reported 
in a section of the press, there was no distinction 
made, and I thought it was unfair to the people who 
were simply subject to the fictitious name order, 

Q It makes quite a different general picture, 

I suppose, whether there are 70 people who are supposed 
to have committed fraud, or 20 eeapie? 


A Yes. 


MR. GRUMMETT: I think Mr. Lennox' distinction 


is this 20 are still registered with the Commission, 


THE "JITNESS: There were 20 registered with 
the Commission in May. I do not know whether they are 
registered now. There are cancellations going on all 


the time. 
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BY THE CHATRMMAN : 
Q. But.the fraud orders issued, when you salted 
them all down, you found it only applied to 20 active 


individuals who were licensed? 


A Who still survived. 
Q Who were still there. 
A As I recall, there were about 15 subject to 


fraud orders, which had already been cancelled by the 
Securities Commission, For instance, our own postal 
authorities issued fraud orders against people who had 


been out of business for months and months and months. 


BY MR. JOLLIFFE: 

Q.- But the 20 you mentioned would not include 
aman like DePalma, who is not licensed at all, and 
against whom there may be a fraud order? 


AA On, nos 


MR. GRUMMETT: And there are many others like 
him. 
MR. JOLLIFFE: And who has not retired from the 


business, as far as you know, 


THE CHAIRMAN (Reading): 
"Nineteen so-called fictitious name orders were 
entered during the same period. Hach order 


is based upon and accompanied by detailed 
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findings of fact as the enclosed samples show. 
Current notice of the issuance of these orders 
is sent monthly to each securities commissioner 
in North America through the medium of our 
securities Violations Bulletin. 

A somewhat striking illustretion of the 
caliber of the persons involved is obtained when 
one considers the methods they have employed to 
thwart the effect of the postal orders. Our 
postal employees are only authorized to stop mail 
sent to the specific person named in the order at 
the address stated therein. This the violators 
were quick to learn. For example, persons subject 
to orders have supplied investors with return 
envelopes which do not contain their names, but 
rather are addressed to "Accounts Dept." or 
Statistical Department." In some cases, different 
suite numbers or different street addresses were 
placed on the envelopes. It is the unfortunate 
fact that in other cases some offenders surren- 
dered their licenses and secured new ones under 
different firm names. As a result of these 
subterfuges, the postal authorities in many 
cases have had to issue order after order covering 


the same person and promotion. 
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” A good example is provided in the case 


of A. Garfield Heyes, Ltd," 


That is. a matter I think you mentioned, Mr. Lennox, 


the other day, 
THE "TITNESS: Yes. 
THE CHAIRMAN: It was brought up, at any rate, 
THE WITNESS: Yes. 
THE CHAIRMAN (Reading): 


"On August 2, 1950, the Postmaster General issued 
a fraud order against A. Garfield Heyes, Ltd. at 
Toronto, Ontario, Canada, upon the basis of 
evidence summarized in that order. At that time 
the address given for the firm was 7 Adelaide Street, 
Bast, Toronto. Thereafter, on October 2, 1950, 
it was necessary for the Postmaster General to 
issue an additional fraud order since this 
Organization, in order to defeat the initial 
order, was providing citizens of the United 
States with return envelopes addressed to "A.G. 


Heyes, 9 Adelaide, Hast, Toronto, Canada." 


That is instead of "A. Garfield Heyes, Ltd." 


"Again, on November 17, 1950, still another order 
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was required since the return envelopes again 
had been revised to read "Hsyes Limited, Ste.1, 
Bank of Toronto Building, Laird Drive and 
Eglinton Avenue, Leaside, Ontario, Canada." 
Thereafter, the styple appearing on the return 


envelopes was changed to read 'A.G.Heyes, Pres.'" 
Not even on Bay Street, or near it. 
MR, JOLLIFFE: Not “adjacent" to Bay Street. 


MR. GRUMMETT: He thought Bay Street was cetting 


a little "hot", 


THE CHATRWAN: Originally, he was on Adelaide 


TT 


Street, very close to Bay Street, 9 Adelaide Street,Zast. 


"On February 19, 1951, evidence revealed that 

investors were being requested to send corres- 
pondence and remittances relating to this pro- 
motion to "D, G. Buck, Secretary, 876 Hslinton 


Avenue, Hast, Toronto, Ontario, Canada," 
Shifted the buck again in this case. 


"And finally, on April 17, 1951, the Postmaster 
General was required to issue still another 
order since the name and address had been 
changed to read "Accounting Dept., Suite One, 


Bank of Montreal Bld:z., Leaside, Ont., Canada." 
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"Thus a total of six fraud orders was required 
in order to prevent evasion of the findings of 
the Postmaster General in connection with this 


single promotion," 


I suppose that bears out what Mr. Lennox has 
said that some of these fraud orders represents the 


same person. 


THE TITNESS: On the list I had, there were 


four, so that is a supplementary action -- two of them. 


BY MR. JOLLIFVE: 
Q. That is what they call "fictitious name 
orders"? 


A No, Mr. Jolliffe. 


BY THE CHATRMAN: 
Q. They issued a fraud order against these 
different names? 


fA They extend it and the person used another name, 


THE CHATRWAN: According to this letter, they 
first issued a fraud order against A. Garfield Heyes, 
Ltd, and then adcaitional fraud orders against these 


other names. 


BY MR. GRUMETT: 


Q. A fictitious name order would come in Where 
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it is not possible to identify the person against whom 
the order has been made, but in all these cases, it was 
possible to identify this man Heyes as being a member 
of the concern? 

A Supposing a person used the name “First Securit:i. 
on the letterhead, they would have to give the name of 
the person holding majority of the shares in that 


concern. 


BY TH: CHATRIMMAN : 

Q. in other words, using a firm name in this 
orovince, is not illegal, as long as you comply with 
certain conditions. 

A But the Security Act goes further and says 
when you use a firm name, you must give the name of the 


individual holding the majority interest in the partner- 


ship. 
Q On the letterhead? 
A Yes, Most of them are sole owners. 


THE CHAIRMAN: (Reading): 


4 Surely, the situation under discussion 
requires drastic correction. The problem is 
not solely yours, nor is it entirely ours. It 
is a common problem which must be solved at 


be 
once. The beneficiaries of a solution will mot 
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only the American investor, who will be protected 
against fraud, but also the legitimate small 
developer of natural resources in Canada. We 

know that our grass-roots investors are willing 

and indeed anxious to share in the exploitation 

of your vast mineral resources, They must, however, 
be assured that they will not be victimized and 
their confidence, which has been so badly shaken, 
must be restored if their capital is to be 

attracted to Canada, 

Ve are aviare of no panaceas that will guarantee 
attainment of these ends. We can, however, suggest 
the ingredients which could go a long way toward 
solution of the problen. 

It is absolutely essential, we believe, that 
the problem be recognized once and for all as a 
mutual one, which can only be cured through 
joint efforts. We must recognize our full 
responsibility for the actions of those subject 
to our regulation, wherever those actions may 
occur, and our duty to anyone harmed by such 
actions, wherever he may reside. Plainly, the 
joiht approach is a two-way street. Not too 
many years back it was our people who were 


attempting to overreach Canadians in securities 
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transactions. Today the’ excesses are being 
committed against United States citizens by 
Canadians. Tomorrow the situation again may be 
reversed. In either event, common action is 
required. 

There also must be a full understanding of 
the laws under which the regulators in each country 
operate, and the constitutional and other 
difficulties met by them in enforcing the law, 
Through real cooperetion, freely given, we must 
seek to utilize all of the wcapons available to 
each of us to the common end of protectins innocent 
investors, 

I think that in recent months some progress 
has been made in these respects. However, we are 
convinced that these measures cannot be really 
effective unless they are implemented by practical 
machinery which will enable us to to ee many 
of the impediments that have obstructed past efforts. 
Ve firmly believe and have strongly urged at all 
times that this weahteeee can be provided most 
simply throuzh revision of the extradition 
arrangements between our two countries so as to 
make it certain that persons who commit securities 


frauds in one country can be extradited for 
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prosecution in the jurisdiction where, as a 
practical matter, the witnesses and the major 
evidence are to be found. 

While extradition is essentially a Dominion 
problem, it is, of course, of real interest to you 
in the present context. For this reason and because 
so much misinformmction exists in your province 
regarding our extradition aims, I shall take the 
liberty of treating the matter briefly. However, 
I do not think it would be profitable to attempt 
to engage in a full-blown legal discussion of 
the somewhat intricate Weee thei that attend 
this many-facc:ted subject, and I shall nowt do so. 

In our view, the suggestions made to you 
regarding the scope of the present treaty and 
our reluctance to proceed under it, again 
illustrate the danger of over-simplification. 

The present treaty, insofar as it is pertinent 
here, was agreed upon at the turn of the century. 
It is understandable, therefore, that it does 

not refer to securities frauds as they have 
developed and come to be recognized in more 
recent years. The criminal laws of our two 
countries have kept pace with these developments; 


our treaties have not. 
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The present treaty refers to "fraud" committed 
by certain enumerated fiduciaries. Unfortunately, 
the offenders with whom we are dealing ordinarily 
do not fall within the categories mentioned in 
the treaty. In any event, they could easily avoid 
assuming the required status, The only other 
treaty designation at all pertinent is that of 
"false pretenses" -- a crime generally recognzied 
as being wholly inadequate to meet present-day 
securities swindles. This is made plain, for 
example, by your Criminal Code which in at least 
five sections covers frauds not limited to false 
pretenses, and by all modern securities acts, 
including those in each of your provinces, which 
definitely are not restricted in reach to the old 
crime of false pretenses, 

Our lawyers have considered the scope of 
the present treaty in great detail and they have 
discussed the matter with Canadian counsel. [In 
the early days of the problem we endeevored to 
proceed under it.. We first found that as a mini- 
mum we would be required to proceed on only a 
small portion of the case in question, thus 
severely prejudicing the possibility of 


successful prosecution. Even after we had done 
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so, our attempt to bring the case within the 
present treaty was unsuccessful, the Canadian 
court finding (In re Lamar) that our federal 
indictment did not fail within the purview of 


the present treaty," 


BY TH: CH TRMAN: 


Q. Which case is that, of Lea-.i-a-r? 


MR.JOLLIf":: Theat must be in the sup:lement. 


Does it give the year? 


THE CHATRITAN: No, 


BY TH: CHATRi AN; 
Q. Are you familiar with Lamar? 


I think that is the case they mentioned in Ottawa, 


which is an Alberta case. 


too, 


MR. JOLLIFT3* The Rosen case is a western case, 


It may be in the supplement. 
TH? CHAIRMAN (Reading): 
mm We are firmly convinced that revision of the 


present extradition treaty is necessary. In the 
early 1940's we offered treaty proposals that 
would have covered both registration violations 


and fraud. They were not agreed upon. Since 
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that time we have watched the problem become 

more acute, for with the postwar boom in se€urities 
there was an increased susceptibility on the part 
of investors to the blandishments of the fringe 
group. Because of the public need for quick 
action and since we are convinced that only those 
interested in perpetrating frauds will knowingly 
violate the registration laws of a friendly nation, 
we have revised our extradition proposals. We 

now urge that the treaty be amended so as to 
permit rerdition in cases where fraud within the 
definitions found in the Canadian Criminal Code, 
which we think most adequately cover the conduct 
engaged in by securities swindlers, is charged. 
Your Criminal Code has, indeed, kept pace with 
modern developments in fraud techniques, as has 
ours, and today our two countries have laws which 
are similar in the details of fraud coverage. 

No honest person can be harmed by such a 
revision, All of the traditional protections 
that surround extradition procedure would be 
le pt intact. ‘Je fail to see how any valid 
Objection can be made to our proposal. We 
believe that revision of the treaty as suggested 


above, with the opportunity it presents for 
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truly effective action and in view of its 
deterrent aspects, may well be the key to our 
vexing problem, 

During your hearings a great deal was said 
about the registration laws in the United States 
and the asserted difficulty of complying with them. 
My own opinion is that these issues are not 
particularly pertinent to any consideration of the 
present problem. They are in a very real sense 
"red-herring" issues, for, as I have already stated, 
it is easily demonstrable that the evil that 


concerns us is fraud, not registration." 


BY THE CHAIRMAN: 

Q. At this point, may I ask you this question? 
I recall some difficulties of registration in the 
United States, and my recollection is that you made the 
point that because of the difficulties, certain brokers 
or certain people in this business took the chance of 
trying to sell securities in some other way? 

A Yes. 

Q I do not think the suggestion was ever made by 
you that you were condoning that at all, but that was 
one of the things which forced a certain group of 
brokers in to this more or less illesitimate tyve of 


business, 
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A It is just another form of smuggling. If there 


were no tariffs, there would be no smuggling. 


THE CHAIRMAN (Reading): 

"If the fraudulent sellers are put out of business, 
we think no one will remain who would consider 
wilfully violating our laws. Wholly aside from 
this fact, I am constrained to note once again 
that no matter how onerous our registration laws 
may seem to Canadians, they remain the law of the 
United States applicable not only to Our own 
citizens but equally to anyone else who would do 
business here. I know of no American securities 
regulator who would provide any comfort, active 
or passive, to a resident of this country who, 
because he disliked pur securities laws, proposed 
to offer securities in Canada without complying 
with the regulations imposed in each and every 
province in which his offering was effected, 

Despite these ready answers, I am nonethe- 
less anxious to discuss the point more fully in 
the interest of achieving better understanding 
of our laws. 

It has been stated that the SEC*s require- 
ments are such that, as a practical matter, it 


is virtually impossible to register an issue 
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with us. You will be interested to know, however, 
that in the past 15 years issuers, representing 
every industry, type and size, have registered 
with the Commission $59,053,129,000 of securities 
ranging from gilt-edged to hopeless, This hardly 
supports the criticism that our registration 
requirements are a bar to securities offerings. 

Of the total amount of effective registrations 
with the Commission over this 15-year period, 
$1,102,543,000 represents Canedian issues, This 
is further broken down as follows: 

Government,provinces and cities....‘3 699,593,806 
DT ADL oe BS eee ee Cad eee cate ses BOO svi toe 


Mines and Ree Be ofa, Na giana a ad Gaal ae 119,778,596 
Total Canadian (round figure) 41,102,5435,000, " 


BY THE CHATRMAN: 
Q. That would be -- 
A 60 issues. 
Q. Let me see. A 15-year period would be a 


little less than 10 million a year. 
MR. JANES: About 7 million or 8 million a year. 


THE CHAIRMAN: Yes, which have been resistered 


or still in the United States. 
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THE WVITINESS: That would be about two or three 


issues, approximately. 


BY THE CHATRIIAN: 
Q. When they talk about an “issue" being 
so many millions of dollars; is that the total capitali- 
zation, or is it the actual number of shares they issue? 
A It would be the actual number of shares they 
qualify. It might be the total capitalization, or it 


might be less. 


MR. JOLLIFFE: .It may be one million shares or 


it may be three million, 


THE CHATRMAN: Yes. It does not certainly 
represent the number of shares sold. It represents 


the number of shares registered. 


MR. JANES: Of that fifty-nine billion, one 


billion was Canadian? 


THe CHATRMAN: Yes, most of them were industrial 


and governmental. 


S The sge cific charge was made in your 
hearings that our registration process is 
hopelessly expensive. Such matters are, of 
course, relative depending on the size and type 


of the offering, but again let us examine the 
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facts, The critics of our registration process 
generally present a distorted picture in that 
they attribute to registration many costs that 
are involved in any offering of securitiss. 

They confuse cost of registration with total 

cost of flotation, which is an entirely different 


thing." 
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Q. My recollection, Mr. Leonards, is, you are 

not so much criticizing the S.E.C. and their legis- 
lation, as you are pointing out that as aresult of 
some of the provisions in their legislation, certain 
people were driven to this type of business, that it 
was one of the causes of this type of business? That 
is my recollection of what you said? 
A. Yes. But, as I recall it, I made a distinction 
between flotation costs and professional costs, and 
in professional costs, I divided that particularly 
into legal and audit. 

Q. At any rate, whether it is right, or 
whether it is wrong, your explanation is that a 
number of brokers feel that they are driven to this 
method of selling stock because of the expense and 
difficulty of doing it through the 5.E.C. channels? 
Whether that is right or wrong, or can be justified, 
nevertheless, that is what you find is at the root 
of some of your difficulties? That is really what 
you are saying? 


Oy yams 2:7 
BY MR. JOLLIFFE: 


@. They make the same complaint in a smaller 


way about tne Ontario Securities Commission? 
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A. Yes, and. I have every sympathy with Mr. icEntire 


in that. 


THE CHAIRMAN: (Reading): 


"According to a recent study of representative 
cash offerings, the average cost of flotation 
of registered issues, other than compensation 
to distributors -- but including all other 
expenses, was only one-half of 1% of the 


aggregate offering price." 


MR. JULLIFFE: ill you read that again, Mr. 


Chairman, please? 


THE CHAIRMAN: I will read the whole sentence: 


"According to arecent study of representative 
cash offerings, the average cost of flotation 
of registered issues, other than compensation 
to distributors -- but including all other 
experses, was only one-half of 1% of the 


aggregate offering price.” 


That would be on how many shares? 


MR. JANES: That would be »50,000 on a one- 


million-dollar offer. 
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MR, JOLLIFFE: Five thousand dollars. 


MR. JANuo: One percent of a million is one 


hundred thousand dollars. 


wR, JOLLIFFS: No, ten thousand dollars. You | 
slipped on the decimal point there. 

Of course, the stock offered might not all 
be sold, but if it was an offer of one million shares, 
at a par value of one dollar each, if they are all 
sold, on that basis, the cost would be five thousand 


dollars, exclusive of thé cost of distribution. 


THE CHAIRMAN: I suppose it would vary according 
to the number of shares they sold? One half of one 
percent would appear to be large if they did not sell 
many shares. If they sold allthe share:, it would 


come to but very little per share. 
MR. JOLLIFFE: That is right. 


TH. CHALRMAN: That is one of the risks they 


are facing. 
(Reading): 


"Compensation to distributors, by far the 


largest cost item, obviously is not attribu- 
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table to registration as one must pay a 
commission if he wants to get his securities 
sold whether they are registered or not. One 
of the few expenses directly attributable to 
registration is the filing fee. It isa 
nominal charge set by law at one one-hundredth 
of one percent of the maximum offering price 
of the securities to be registered, Other 
expenses that usually attend the distribution 
of securities cover matters such as counsel 
fees, accounting expense, issuance taxes, 
transfer agent fees, printing and dissemination 
of selling literature and so forth. Admittedly 
some, though clearly not all, of thes. items, 
will increase where an issue is registered 
with a securities commission, particularly in 
the case of small flotations. This is as true 
of re-istration with the Ontario Securities 
Commission as with the 5.2.C. But those of us 
who have studied the problem with care have 
been unable to determine with any exactitude 
just how great the increase is. In any event, 
it is not considerable. We readily agree 


that the cost of any public flotation is large: 
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we are firmly convineed that registration 
itself is not oppressively expensive. 

Similarly, we do not bclieve that 
the charge that it is impossible to effect 
registration with tie 5.E.C. in a reasonable 
period of time can stand under analysis. Let 
us consider how our registration process works. 
The registration statement filed with us by 
the issuer is, in effect, a series of responses 
to prescribed items calling for material 
information about the business and financial 
record of the company. The filing is inspected 
by our staff of experts. If it appears that 
the statement needs to be corrected or supp- 
lemented, the staff will send a letter of commen* 
to the issuer, suggesting the matters upon which 
fuller disclosure is necessary. This letter 
is sent within a short time after we receive 
the filing -- ususlly within ten days. 

If the issuer's response to the letter 
of comment satisfactorily corrects the state- 
ment, the registration can become effective 
and the securities may be offered to the 
public. Under the law, effectiveness takes 


place twenty days after the registration 
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statement is put in shape.- However, the 
Commission has the discretionary power to 
reduce this statutory period and thus 
hasten effectiveness -- a procedure known 
as ‘taccelleration', 

Statistics compiled as of June 30, 
1951, show that the average number of days 
from initial filing to effectiveness for 
the 491 registration statements that became 
effective during the preceding year was 
20.9 days. This same average applies to 
all Canadian industrial issues filed with 


us," 


It does not say anything there about the 

mining issues. 

"Of course, there are issues where a good 
deal more time is consumed in the registra- 
tion process. This is particularly true 
as to certain mining and petroleum issues, 
although some of them, including Canadian 
mineral issues, do meet the 20 day average 
referred to above. To some extent, the 
delay in these cases can be said to result 


from unfamiliarity with our procedures -- 
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a situation, incidentally, which experience 
can easily rectify. But we have found that 
the chief reason for delay has been the 
unwillingness of the issuer to make the 
disclosures necessary to tell the whole 
truth and thereby fully inform prospective 
investors of the facts. 

Last year I had a test survey made of 
some twenty-eight Canadian mining and 
petroleum issues registered with us over 
a three-year period. \e found that only 
two of the statements were held for the 
statutory period after bein; corrected 
according tothe letter of comment. The 
average eiidan oeriod for all of the issues, 
after correction, was 6.5 days and the 
median 5 days, as against the twenty days 
provided by law. 

You also Have heard a good deal of 
generalization about the ‘registration 
requirements! of the blue-sky laws enacted 
in 47 of our states. You have beent old 
that when these are combined with 5.L.C. 
registration the burden is truly intolerable. 


I would point out that the 'burden' is not 
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quite as great as some imagine. In the 

first place nhbt all of these 47 states require 
registration of securities. A few (such as 
New Jersey) have no registration requirements 
at all. Certain of the others, including 

some of our largest states, require regis- 
tration only of the dealers making the offering. 
In New York, for example, the registration of 
dealers is an exceedingly siuwple matter. As 

to the remainder, which do register securities, 
a great deal of co-ordination has been achieved 
between their requirements and those of the 
S.H.C. The result is that, as a practical 
matter, the registration statement filed 

with our Commission goes a long way toward 
meeting the requirements imposed by a number 

of the states. Finally, it must be remembered 
that compliance is required only in those 
states in which the offering is made. I 

rather doubt that the usual Canadian offering 
will be made in all of the blue-sky states 

or even in all of those that require regis- 
tration. 


In any event, our domestic offerors 
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ec ae have found it possible to comply 
with these laws, for they do it every day. 
Indeed, 'blue-skying', which is the term used 
for the process of meeting state requirements, 
has become a matter of simple routine to 

any person at all experienced in the public 
offering of securities. 

There is another item which I feel 
Should be discussed herein. It is somewhat 
technical and hence requires rather detailed 
treatment. However, it is a matter which 
can easily be misunderstood, and if misunder- 
stood might well create a wholly false impres- 
sion of our purpose and intent. Indeed, that 
seems to have occurred in some testimony 
which has been offered to you. 

The statement has been made to your 
Committee that a recent interpretation of the 
Commission's staff has had the effect of stopp*~ 
normal investment in Canadian securities and 
thus demonstrates the Commission's desire to 
prevent our citizens from providing venture 
capital for Canadian enterprises. I regret 
to say that the conclusions expressed to you are 


in our view based upon a fundamental misconcept” 
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of the nature of the Securities Act of 1933 
and an oversimplification of the various 


factors involved," 


BY THE CHAIRMAN: 


Q. Do you know what he refers to in the 
statement regarding that a recent interpretation of 
the Commission's steff has had the effect of stopping 
investment? 

A. That is the portion of my evidence where I said 
they had forbidden any registraht in the United 
States from accepting an order froma customer, when 
there were options or under-writing agreements out- 


standing in connection with the issue, 


BY MR. JOLLIFFE: 


®. I think you connected it with the New 
York office of the S.E.C.? 


x, Les, 


THE CHALTRMAN: I just wanted to clear up what 
it referred to, 


The letter goes on: 


"Our Securities Act, in its registration 


aspects, differentiates between distribu- 

















































¥ u We ee ; ree Ne ch 
fa.) SOE Ts aon an'rertioes ai 
Pi. 2 aaOtAY SAS tO HOE a 
watt 
snd ab 09 084 mr 
ih ee a eae de ieee eo bss: Br = 
tn RELISTS CoE Sides, “en 
“ , ‘ Arey OR « 
ie ys ion Fre ere ee eet e e : 
untydédea Ro doakts Bre wale a 
bites % axed: Semeeive qa 
| yy ble hig Sastre As mM : a ae ihe Meas: 
DeeAU Sy we Babe leem | 
= om e+ es ; by tS 2 q iw 
neatie YeMCIhh > sare) GRE y PAS a 
: sank | wy" ye. 4 
Ae rt cs a hea fe ¢. an Ae ia el ain A 1. ; 4g 
“31d, Riponbe tse Grkee tw atem 
oni v ; ma 1 a ; is ‘ 
ii a ‘ 
wort oii 
, _ ; 5 ‘y ' ' i i : le ae jen! 


i hi dalla obiusicdias tunes: 





j ae We ae 
ve iS dr Reo aaeae a 






& i ey 
' A Ae) 6 of 
: arf rer pte <a 
i of | oy 
| ’ i" 7 


2501 Lennox 


tions of securities and ordinary trading 
in securities. Registration and the delivery 
of a prospectus to investors are required 
only in connection with distributions of a 
particular security. One reason which 
impelled Congress to erect this distinction 
is that the pressures which might lead to 
overreaching of investors are most likely 
to occur during the course of the distributive 
process, rather than in connection with 
ordinary trading transactions. because of 
the distinction referred to above, it is 
provided in Section 4(2) of the Act that 
unsolicited brokerage transactions are exempt 
from the registration and prospectus re- 
quirements set forth in Section 5. The 
Congressional reports make it plain that 
this exemption was designed to permit private 
individuals to dispose of their securities 
% the customary manner without any restric- 
tions imposed either upon the individual 
or the broker, 

“e already have noted how for a number 


of yeers certain Canadian securities have 
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been distributed in the United States without 
registration, either for issuers or at the 
instance of holders of large blocks of vendor 
and option shares. Usually, this has been 
done by mail-order and telephone solicitation 
with orders being transmitted direct to the 
Canadian dealer. More recently, we were 
advised of circumstances which provided 
cause to believe that a different device for 
effecting these illegal distributions was 
being used. I\’e were apprised of situations 
in which certain investment advisers and 
Canadian dealers were telling our residents 
to olace orders for seaurities, which ore- 
sumably were the subject of illegal dis- 
tribution in this country, with U.S. brokers. 
e assume that this was done on the theory 
that since the transaction by which the 
security would then be acquired would con- 
stitute an unsolicited brokerage transaction, 
it would be exenpt from the registration 
requirements of the Act. Thus, it apparently 
was hoped that a ready-made mechanism for 


effecting these unlawful offerings would be 
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provided through domestic houses. The 
Commission however, did not share these views 
and our domestic brokers were, therefore, 
warned of the possible liabilities under our 
laws if orders for securities in the process 
of distribution in Canada were executed, for 
the reasons following. 

The Shi eaied has never conceived that 
the brokerage exemption was intended to permit 
distribution in this country of unregistered 
securities. '‘e believe that the over-riding 
purpose of the Act -- to require registration 
where distributions are being effected -- controls. 
and that anyone who in any way participates in a 
distribution may himself be in violation, even 
though the particular transaction takes the form 
of an unsolicited brokerage transaction. Con« 
sequently, it has been our view that if the broker 
knows, or has reasonable ground to believe, in the 
exercise of due diligence, that the person supply- 
ing the securities whether directly or indirectly, 


and whether through en agent or otherwise, is 
the 'issuer' or an ‘underwriter! of the 
securities as defined in the Securities Act, 


or a dealer engaged in their distribution, 
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the brokerage exemption is not applicable 

to the transaction. In such circumstances 
the broker may be considered to have parti- 
Cipated in a distribution of the unregistered 
securities in violation of Section 5 of the 
Act. On the other hand, where the broker 
has reasonable ground to believe, in the 
exercise of due diligence, that the seller 
in Canada is an investor, or a dealer who is 
not participating in a distribution of these 
securities, he may avail himself of the 
brokerage exemption. In short, securities 
which are the subject of ordinary trading by 
investors are not affected by this 
interpretation of our law, 

That is the sum total of the advice we 
have given in these situations. As noted 
above, the geneses of the advice given is 
the plain injunction of our Securities Act 
against the distribution in this country of 
unregistered securities by an issuer ora 
person who purchases securities from an 
issuer with a view to public distribution. 


I suggest that against the background of our 
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experience with certain Canadian promotions, 
such advice was and is essential if the 
provisions of the law entrusted to our adminis- 
tration are to be carried out. In expressing 
this view we are not creating novel doctrine, 
since equivalent advice has been given in 
similar situations as far back as 1938, 

I might add further that in view of 
the relatively large number of Canadian securit 
being offered here, certain of our brokers 
have suggested that it would be extremely 
difficult for them to keep currently apprised 
of the salient facts upon the basis of whick 
the legality of their transactions will depend. 
In order to avoid any undue hardship, we have 
been engaged in discussions with persons in 
the ihdustry in an effort to formulate some 
practical solution which will aid them in 
determining whether the security in question 
is being distributed in the United States 
in violation of law, We are hopeful that 
this aspect of the problem will be worked 
out soon. 

I hope I save not unduly burdened 


your Committee with this legal discussion 
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of a statute with which you may not be fully 
familiar. It seemed to me to be necessary, 
however, because of the gloss placed upon 
our interpretation before your Committee and 
the conclusions drawn therefrom. I suggest 
to you that there is nothing ruthless or 
unreasonable about administration which seeks 
to enforce the law in the manner indicated 
above. This, I consider, is particularly 
true since the factual background of the 
problem was created by a fringe group of 
persons who have considered that they were 
somehow immune from the requirements of 
United States law although they have chosen 
to do business in our country. 

One final aspect of the testimony 
before you that appears to need clarification, 
isthe matter of so-called ‘short-form 
registration', Pursuant to authority granted 
us in the Securities Act, the Commission 
hap adopted a conditional exemption for 
domestic issuers under which offerings not 
exceeding »300,000 in any one year may be 


made without registration. In essence, 
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all that is required under the exeiption is 
that certain basic items of information be 
filed with the Commission five days before 
the public is solicited. This conditional 
exemption is not presently available to 
non-resident offerors for reasons I shall 
touch on below, 

You have been told of the meeting in 
Vashington at which representatives of your 
Broker-Dealers Association requested that 
the conditional exemption be extended to 
Canadian issuers. Iwas not present at 
that meeting, but I am fully aware of all 
that transpired there and, since that time 
have discussed the matter with your officials 
on several occasions. I wish to make it 
clear that we have never attempted to trade 
extradition for the grant of the conditional 
exemption to Canadians, 

This exemption was promulgated in the 
interest of helping small ventures. Balancing 
the various interests involved, it was con- 
sidered that the protections inherent in 


registration could be dispensed with in 
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these capes in view of the fraud sanctions, 
injunctive and prosecutory, residing in the 
Commission, The existence of those fraud 
sanctions is the premise upon which the 
grant of exemption is based; the Commission 
could not properly under the law, extend the 
exemption to any situation where those 
sanctions do not exist. Obviously, they do 
not exist in the case of an offeror residing 
in a country with which we do not have an 
extradition treaty with reasonable fraud 
coverage. That is what we have clearly stated 
whenever the subject has been raised. We 
have said further that in the event that such 
a treaty should be agreed upon, and the 
requisite sanctions are thereby made possible, 
the Commission would give sympathetic con- 
sideration to such request and would endeavour 
to work out suitable terms and conditions 
which would provide an exemption of this 
general type for small Canadian issues, 

I am hopeful that this discussion 
will assist you in making a realistic appraisal 


of the situation. We wish to assure you and 
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the people of your province that our remarks 
are not aimed at blame-placing or recrimination; 
our only purpose is to aid you in determining 
what steps you can take to help combat this 
menace more effectively. ‘ve are confident 

that you are approaching the problem from 

that point of view. 

We are also confident that once the 
proper tools are provided and comrion under- 
standing achieved, your securitids regulators 
and ours will be able to work together 
effectively and problems such as ene no 


‘ 


longer will exist." 


That is the letter. 


EXHIBIT NO.127: Letter, McEntire 


to Attorney-General, as 
read by Chairman. 


EXHIBIT NO.128: Copy Securities 
Act 1933 (U.S.A.) attached 
to Exhibit No.le7. 
THE CHALRiLAN: Gentlemen, I think it 
is time to adjourn for lunch, 
---\yhereupon the witness temporarily retired, 
~--Whereupon at 12.45 o'clock p.m., the 


further proceedings of this Committee adjourned until 


this afternoon at 2.30 o'clock. 
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Berl Bo BoD ON he Rae ges Ow a MO 


Toronto, Ontario, 
Tuesday, August 21, 1951, 
AG 2.30 otelock p.m. 


Oa nn 


---The further proceedings of this Committee re-convened 
pursuant to adjournment. | 

---All parties present. 

---OSame appearances as heretofore noted. 


THL CHAIRMAN: Gentlemen, we will come to 


order and continue with Ir. Lennox, 


OSWALD ELMER LENNOX, 
A witness previously heard and now recalled, who, 
having been already sworn, continues his testimony 


as follows: 


THE CHAIRMAN: Gentlemen, the letter from 


the Securities and Exchange Commission has been read, 


MR. JOLLIFFE: There are a couple of cases 


i want to ask about. 
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BY MR. JOLLIFFE: 


Q@ “we have heard a great deal about telephone 
calls, both in previous evidence, and in the letter 
from Mr. McEntire. I notice since our last hearing 
that in one of your recent decisions you apvoarently 
acted on a telephone call to the United States? 

A Which case is that? 

Q The Halpenny case, appearing in the bulletin 
for February, 1951. I think I can refresh your memory. 
In your decision, which was by yourself, dated February 
7th, 1951 -- I am referring to that case because it 
seems to illustrate my point regarding telephone calls, 
and also you appeared to have acted on affidavits in 


that case -- we find the following: 


"On the 16th of June, 1950, Halpenny sold a 
resident of the United States a total of 
14,000 shares of a sveculative mining issue. 
The sales were made over the long distance 
telephone -- the first in the amount of 
4,000 shares and later in the amount of 
10,000 shares by a second long distance call. 
At the time Halpenny was purported to be the 


“president of Cambridge securities Limited 
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and the owner of 3,701 shares of the capital 
stock out of a total capitalization of 
7,503 shares. 

The charges contained in the affidavit 
ef the purchaser covering misrepresentations 
should be acceptéd as being substantially 
correct, as Halpenny cannot recall any of 
the details surrounding tnese transactions, 
which are abnorinally large having regard to 
the fact that the issue at best is highly 
speculative -- that the financial worth of 
the purchaser was an unknown factor and that 
Halpenny freely admits that there was no news 
from the property of any special significance. 
His attempts to justify his conduct in this 
case are revealing, as indicating that he 
always made every effort to sell a prospective 
purchaser to the limit by a fairly standard 
pattern of solicitation. ‘hether the 
purchaser's version is accepted or not, it 
is fairly apparent that the sale of 14,000 
shares in the course of one day must have 
been effected by extremely high-pressure 
methods, in the absence of any development 


at the property which would warrant further 
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purchases over the telephone in this amount 
by a customer who had already purchased LL.O 
shares following an offering being made 
through the mails. 

This single instance of overloading 
is in itself sufficient to warrant cancella- 


tion of registration,™ 


Then you mentioned one or two other things, 
and then cancelled his registration. 

Mr, Lennox, I deduce from this case, first, 
that in some circumstances, inthe absence of satis- 
factory evidence to the contrary, you do accept the 
evidence of affidavits by a resident of ghe United 
States as to what occurred in the way of misrepresenta- 
tion, and, secondly, you can and do act on the basis 
of evidence about telephone calls. 

A Well, that is subatantially correct, Mr. 
Jolliffe, but I hold a little different view there. 

I have acted on affidavits’in the form of a 
complaint, but the established facts corroborated the 
essential point inthe affidavit. 

As I recall the decision -- even the excerpt 
you have read -- over-loading is a very important 


factor. To think that a man during the day would sell 
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another man four thousand shares, and in the evening 
so right back over the long distance telephone and sell 
him ten thousand more shares -- I think that, in itself, 
if you are going to recognize over-loading -- would 
justify t hat cancellation. 

Another thing we have often stressed -- 
possibly not in every decision of the Commission -- 
in warning of these people and dealing with them, that 
shey are selling to them blind; theyare selling toa 
person who has no information whatsoever as to the 
financial worth of a security. I think that is an 
important factor in discouraging the use of the tele- 


ohone. 


BY THE CHAIRMAN: 


Q In addition to that, apparently from this 
report, the salesman or the person responsible for 
the sales was questioned, was he not? 

A Yes. 


Q And he had no satisfactory explanation? 


wR. JOLLIFFE: He could not recall any of the 
details, 
BY THE CHAIRMAN: 


Q He could not deny it? 
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A He was unable to deny the truth of the charges 


made against him. 
BY MR. JOLLIFFE: 


(a) Is there anything; unusual about this? 
I mean, what is described in thisdecision of yours 
sounds very similar to the complaints you get from 
the United States. apparently, in this case, the 
evidence wefore you was such that you acted and you 
cancelled this man's registration? 

A Yes, there was a satisfactory case. 

But, Mir. Jolliffe, thereAre a great many 
cases -- some of these illustrations are foolish -- 
but a man in ‘estern Canada was sold 20,000 shares in 
an oil transaction, and we thought it was over-loading. 
Ye were making a spnot-check of this broker's operations, 
because we thought it was a high pressure "shot", as 
we call it, and we wrote éhnis chap and asked him 
the circumstances under which he bought this commit- 
ment, and his reply -- I cannot quote the exact words -- 
but the effect of it was that he lived closer to the 
oil fields than we did, and knew more about it, and af 
we would mind our own business, he could be very 


happy. 
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) You refer to "“over-loading", which is part 
of the jargon of the trade, rather than a term known 


to law; under what section of the Act is aver-loading 


unlawful? 
A It is just high-pressure salesmanship. 
-) Under what section of the Act is high-pressure 


salesmanship unlawful? 


A No particular section. 
Q You act on it as being against public interests? 
A Yes 


BY THE CHALRMAN: 


@ That is one of the factors you take into 
consideration in deciding whether a license should be 
cancelled, that is, if there is what you think is 
undue over-loading? 

A It is almost like a phrase coined in the 
trade, and used so frequently that it has almost 
become common, and that is “hoiler room", JI do not 
like to use the term "boiler room", because it is a 
hackneyed expression, but it is typical of the 
"boiler rooms", and the cry of the Press is to have 


us clean up the "boiler rooms". 
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BY THE CHATRMAN: 


Q This man could have appealed? 


A Yes 
Q But he did not? 
A I donnot think he could find a lawyer 


optimistic enough to appeal. 
BY MR. JOLLIFFE: 


Q@ What puzzles me about these complaints is 
this: because unless the complaints we hear about 
are greatly exaggerated, I am surprised you have not 
had more cases like this one? 

A I think what you hear is that we are flooded 
with complaints from the United States. That is not 
a fact. We are not flooded with complaints; we are 
flooded with enquiries. 

Q In this Halpenny case, how did that affi- 
davit come to the Commission? | 


A. I do not particularly recall. 
BY THE CHAIRMAN: 


Q. You do not recollect whether it came 
through the Securities and xchange Commission, or 


from the party himself? 
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A I am inclined to think we got a complaint 
by letter, and we asked the man to back it up with 


an affidavit. 


) That is, a complaint from the man himself? 
A Yes. 

Q The purchaser? 

A Yes. I might have been careless in trying 


to check these affidavits, and have not apparently 
finalized them in a written decision. I can check 
that, but I am inclined to think that the investigator 


asked this chap to back it up with an affidavit. 
BY mR. JOLLIFFE: 


@ The investigator who .corresponded with 


him? 
A Yes. 
—Q You do not remember what part of the United 


Atates the Purchaser was in? 

A No, Ido not. 

Q In your previous evidence you said that it 
is difficult to supervise salesmen who would talk 
on telephones tothe United States. at bhutou said 
when a man talks to San Francisco, you do not know 


vhat he is doing, and you cannot get witnesses? 
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A 4 Still think it is) difficult, to find out 
what a man says over the telephone. In this case, we 
are not dealing with what he said over the telephone, 
but with the result of his sales tactics, which speak 
for themselves. 

8) But you did accept the charges contained in 
an affidavit by the purchaser covering misrepresentation, 
because your decision says that. You say you are 
accepting these charges as substantially correct? 

A I ean give what I consider very sound 
grounds for that. 

Q I am not suggesting you are wrong? 


A No, I appreciate that. 
BY THE CHAIRMAN: 


@. Your charges were not denied by the 
salesman in question, when he was given an oppor- 
tunity of making a full explanation? 


A No. 
BY Lik. JANES: 


Q I suppose a fellow can go to a pay 
station any place and call California? 


A He might, but if we found out he went to 
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a pay station, we would cancel his license, because 
the registrant has to give the Commission his operating 
address, and if he works from another address, it is 
contrary to our policy, and our rules and regulations. 

\) I was thinking more of a chap who did not have 
a license. One of the big difficulties is with the 
fellows who have no licenses at all, is it not? 

A As I said during my previous evidence, I 
would say 90% at least of our charges on consequent 
convictions are against people who are unregistered. 
That is one of the biggest parts of our work. 

I can recall a case now where a man is serving 

a term of one year, where he went to a lawyer and got 
all the stuff ready for qualifications as a security 
issuer, and then threw it aside, and went out without 
qualifying the issue or getting registration in any 
shape or form, and sold it to the public. He is 


doing a term of one year right now. 
BY LiR. JOLLiFFE: 


Q@ I think there is a little confusion on 
that point. You quoted widely as having said in your 
previous evidence that most of your trouble is with 


unregistered operators? 
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A Yes. 
Q I understood you to mean -- I may heave been 
wrong -- that most of the prosecutions are of the 


unregistered operators? 


A Yes, that is what ~{ just said to Mr. Janes. 
Q That is, most of the police court cases? 

A Yés, 

Q “here a man is convicted and fined for the 


offence of operating without a license or some other 
offence under the Securities Act, or possibly under 
the Criminal Code? 

A The most direct charge is trading without 
registration, 

Q That is all right, so far as the enforcement 
of the Securities act is concerned, but when we speak 
of "trouble", -- for example, complaints not only 
from the United States, but from other provinces, 
about your mailings and telephone calls, you would 
not say that most of your trouble there is with 
unregistered operators? 

A No. I corrected that, and said, "Most of 
our prosecutions", 

Q That is where most of your trouble is? 


A Being unregistered, he has no license to 
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be taken away. 
One of Mtr. Houck's questions was whether we 
knew of any unregistered salesmen operating in 


licensed iiouses. We made a raid last night and found 


one. 
Q On the telephone? 
A “e did not find him right on the telephone, 


but our investigator said, "lho is that man?” We 
were pretty sure who we were after, and the office 
manager said, "That man is so-and-so." giving the 
name of a registered salesman. The investigator said, 
"e will find out", but he did not catch up to the 
fellow until he was trying to put his billfold and 
everything with his identification on, dowm the 
toilet, and our investigator recovered it, and found 
he was the man we were looking for. 

This morning we cancelled the registration 
of the broker who had employed this man, and cancelled 
the registration of the salesman who had given us the 
small lead as to the identity. of this man. 

Now, the only recourse -we have against this 
man is to prosecute him, but he probably is across 
the border at Niagara Falls by now, 


I got the Hon. Attorney-General (:ir.Porter) 
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right here this morning to approve the charge. 

Q I understand what you say about the prosecutioi. 
and, of course, there have been a number in the police 
court, but your problem of administration insofar as 
you receive complaints from within Ontario, and from 
the Western provinces and from the United States about 
mailings, and about the flamboyant literature and 
telephone calls; is it not a fact that most of that 
trouble is in connection with registered broker-dealers’ 

A Definitely. I think I made myself clear on 


that point. 


Q I think you did, too, but I think it was 
misunderstood. 
A I think we are perhaps talking at a little 


cross-purposes. The majority of prosecutions are 
against unreBistered persons, but, as I have pointed 
out before, it is very serious, because these people, 
when breaking the basic law, break every other law, 
and I think their victims suffer a great deal more 
than victims of a mailing house. 

If a person answers a mailing, and sends in 
a hundred dollars, he may not be suffering very much, 
but when these unregistered people get out, they try 


to sell the person for every cent he has got. 
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I am serious about that -- 


THE CHAIR AN: 


Is not your position this; when you are 
dealing with an unregistered person selling securities, 
you have a situation where you have a definite offence 
under the Act, and you can prosecute? 


A Yes. 


MR. JOLLIFFE: He is an outlaw. 


BY THE CHAIRMAN: 


Q The law covers him? 

A Yess 

Q But when you are dealing with a registered 
broker, your position is a little different? You can 
cancel his registration, even though he may not have 
committed any statutory offence, but if within the 
view of the Securities Commission, he is guilty of what 
you consider to be high-pressure salesmanship -- 

A Yes. 

Q And one of the factors you look at in deciding 
whether there is high-pressure salesmanship, is the 
fattor of what you call "over-loading "? 


A Yes. 
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Q Amongst other factors? 
A Les, 
Q and you have wide discretion, as to whether 


you can cancel his license or not? 

A Yes. 

Q You may not be able to lay any charge against 
the man, because you cannot prove any offence under 
the Statutes or under the Code, but, on the other 
hand, you have the power to cancel his license for 
doing something which, in the view of the Commission, 
is high-pressure salesmanship? 

A That is correct. 

Q And, of course, he has the right to appeal 
if he thinks he has been unjustly treated? 

A Yes. 

“ And if he goes out and sells after his 
license is cancelled, you can prosecute him for 
selling without a license? 

A Yes. 

( That is really the machinery you have at 
your disposal? 

A Yes. 

BY MR. HOUCK: 


Q Have you any idea of how many unregistered 
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salesmen are operating in the province? 
A I doubt if there are very many. I think 


there isa surplus of salesmen now. 
BY THE CHATRMAN: 


(. You mean registered salesmen? 

A Yes, salesmen who are registered. I think 
they might find some difficulty in getting employment 
right now. 

We think this chap we caught up with last 
night came across the border with a companion, so 


we are on the look-out for his companion right now. 
BY MR. JOLLIFFE: 


Q ir, Lennox, of the complaints you get 
with respect to registered people, that is, broker- 
dealers, salesmen and securities issuers, would you 
say that most of the complaints come from within 
Ontario or outside Ontario? 

A Oh, the vast majority from outside. 

Q In fact, you are not getting very many 
from within Ontario now? 

A No. 


Q So the situation is very different from what 
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it was twelve or fifteen years ago when there were a 


lot of complaints about what went on inside the 


province? 
A Yes. 
Q That is, in the early days of tne Act? 
A Yes, and at the time when the salesmen went 


out and called at the homes. 
Q At that time the vast majority of complaints 


were in respect to alleged offences right here at 


home? 
A Yes. 
Q Now it is reversed? 
A Yes. 
Q Now, can you tell me this? Roughly 


speaking, are most of the complaints you receive from 
outside of Ontario -- do they mostly relate to the 
activities of broker-dealers or salesmen or securities 
issuers? 

A Oh, broker-dealers and salesmen. But again 
I want to remind you that we do not get a great 
number of complaints. We get complaints from a 
person who has purchased. Consider, for instance, the 
western provinces; most of the complaints are purely 


directed to the fact that one person in their province 
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was solicited by an Ontario dealer, without even 
having purchased. 

Q They complain about getting long distance 
calls from Toronto? 

A Yes. 

Q Of course, that is contrary to their law, 
is it not? 

A it is contrary to their law. 

Q As I understand the Alberta act, it is 
contrary to their law for a resident of alberta to 


be solicited by the salesman who is not registered in 


Alberta. 
A That is my understanding of it, too. 
@ Just as it would be contrary to our act, for 


a Toronto resident to be solicited by a salesman in, 


for instance, Edmonton? 


A I think that turns on the question of trading. 
Q I think you explained an opinion last time -- 
and it is an opinion with which I agree -- that that 


would be an offence under our Act? 


A I am inclined to think it would. 


BY MR. HOUCK: 


Q@ What do you do when you receive a complaint‘? 


What procedure do you follow? 
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A Ve immediately mentee investigator on it, and 
do everything we think necessary to get the facts. 

The majority of the complaints coming from 
the ‘estern provinces are just from the administrators 
of the "estern »rovinces, saying somebody has solicited 
somebody in their province. ‘ie have some extra- 
ordinary complaints. 

One complaint came from outside the province, 
and the chap said he had never sent in a request to 
this province for information, so that he would be a 
qualified client of this broker's house. 

we immediately went down to the broker's 
office and asked him to produce the card which entitled 
him to telephone that man in the western province, and 
the broker pulled out a card with the man's name and 
address rubber-stamped on it. 

The immediate reaction was that it was a 
forgery. I have a very low opinion of the fringe 
operators, but I do not think any of them are so foolish 
that they will make out a rubber stamp to qualify a 
so-called client. 

I wrote to the chap and suggested that he 
investigate his own office staff, rather than investi- 


gating the broker, because I thought it was perfectly 
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obvious that the man had somebody in his office pick 
up a rubber stamp, and stamp the card, as a joke. 

It is the same way that they send in the 
names of chaps on our staff. 

Another problem that arose was that somebody 
sent in the name of the Deputy Attorney-General. I do 
not think you need to have much of a sense of humour to 
get the answer to that one. 

However, these things all take time. To show 
you what we are up against. Ina very recent case, a 
broker in a Vestern province sent in one of these so- 
called requests to a local broker, and then he sent in 
a complaint, and he denied that he had sent in the 
card, but he finally had to own up and confess that 
he had sent in the card. That means a lot of trouble, 
because, regardless of what any of the provinces may 
say, we do our utmost to preserve friendly relationships 
between ourselves and the provinces. 

Q You say "regardless of what any of the 
provinces may say", I quite appreciate you would get, 
in the course of your work, a good many unfounded coni- 
plaints, but at the same time, you have opposite members 
in Victoria, British Columbia, Regina or Winnipeg, who 


are men like yourself chargedWwith the duty of enforcing 
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security legislation, and we would not expect them to 
go off half-cocked; we would not expect them to make 
statements or wharges, unless they have given them 
some consideration. 

I have not got the particulars, but have there 
not been some complaints -- consider British Columbia, 


for example. \Vho is their Commissioner? 


A Mr. Stewart Smith. 
Q Has he not complained about trouble in Ontario? 
A No, not since 1949. As a matter of fact, I 


got a letter from Stewart Smith saying he would pay 
his own way down here to give me aid if necessary. He 
comes from British Columbia. 

Q Vhat was his complaint in 1949? 

A He did not have any complaint in 1949 that I 
know of, except he got up at the Convention at Richmond 
Virginia, and said that uniformity of legislation, and 
so forth, and so on, was ebantbieltn Canada since 
Ontario switched to a new form of legislation. 

I can give you his whole address, if you want 
=i ae 

) That is all right. I just want to get at 


their .position,. 
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BY TH" CHAIRMAN: 


Q He did not complain about any specific 


thing? 
A No. 
Q It was the question of uniformity of legis- 


lation with which he was concerned at that time? 
A Yes. I think he is probably the best friend 


I have in the securities business right now. 


1R. JOLLIFFE: ell, you have to have some 


friends. 


THE ‘.ITNESS: No doubt about that, iw. Jolliffe. 


BY iR., JOLLIFF.: 


Q how, moving further east, what about 
Alberta? 

A Well, Mr. Blackstock, of Alberta, is a very 
strong administrator, and he complains about using 
literature, anc complains about people telephoning 
to his province, As a matter of fact, he supplies 
information to outside jurisdictions about Ontario, 

Q About oil properties promoted in Toronto? 

A I understand he sent the information down to 


Ottawa, in one of those postal probes, that the property 
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was hopeless, and before the day was over, they got 
word they pee a wonderful gas well on this | 
property. 

In all fairness to Mr. Blackstock; he is a 
friend of mine; he has been at my house, and I hope 
to see him within the next three weeks, but I think 
ir, Blackstock thinks he knows what is under the 
ground. JI have nobody on our staff who does. 

Q ‘hat is under the ground is one thing, and 
what goes through the mails is another? 

A Yes. 

Q Did he make a statement of any kind in 
recent months about Ontario Securities? 

A He made a statement about a year and a half 
ago, or two years ago, which was published in.one of 
the local papers. I think I have a copy of that. 

Q I have not been able to find it, and if it is 
convenient, [I would like to see it. 

A I will certainly find that for you. 

Q I may say, Mr. Lennox, that I am ae much 
interested in the position of the other provinces. 

I think the Americans have received so much publicity 
that we have lost sight of the fact that some of the 


other provinces have views about this, too. Some of 
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them may think our system is a good one, and some may 
not. I think that must be taken into account. 
“Nhat about Saskatchewan? 

A The chap in Saskatchewan has not done very 
much, Ido not think they qualify many issues out 
there. I have never had any trouble with him in any 
way, shape or form, until on the 17th of March he 
made a statement to the Press -- 

Q This year? 


A Yes. 
BY i.R. DO'NER: 
Q@ Vas he an Irishman? 
BY MR. JOLLIFFE: 


Q What was the nature of his statement on 
St.Patrick's Day? 

A He talked about worthless Ontario Securities, 
and he said that a widow in Saskatchewan had lost 
seven thousand dollars through buying worthless stock. 

I telegraphed him, and said to send us the 
particulars, because we could not identify the matter 
in any way, shape or form, but 1 got no reply to my 
wire, 


Then I wrote to him and I got word back from 
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some body in his office that he was in the hospital. 
Later on he wrote to me stating the widow had 
Since died, and her immediate family would not furnish 
any details whatsoever about the transaction, I might 
as well be perfectly candid; I am satisfied that the 


whole thing is a pure myth. 


Q His statement did not rest on one case, did 
it? 
A When he stirred the people of Saskatchewan 


up, [I got a complaint direct from a man who had laid 
a complaint against a broker-dealer who lost his regis- 
tration in 1946, It was of pretty old vintage. 

Then, when Mr. Young of Saskatchewan -- the 
Commissioner out there -- wrote me and said that 
although he could not furnish me with details of that 
seven thousand dollar transaction, he could give me 
the details of the other complaint, that was the one 
I had already received, so it looked to me as if there 
were not a great many complaints, He referred to the 
very same complaint I had received. It was an ancient 
one, and I can scarcely recall of any person in Saskat- 
chewan in recent years buying any appreciable amount 
of Ontario securities, in any way, shape or form. 


Q What about Manitoba? 
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The Registrar out there is very active, 
What is his name? 


Lawford. JI have never met ir. Lawford. I am 


looking forward to meeting him at the meeting in 


September, 
Q Has he made any statements? 
A No, I do not think so, 
) Has he communicated any complaints to you? 
A Yes. He is the one who wrote about the 


Deputy Attorney-General. He has sent in complaints 


very much the same as lir, Blackstock, about solitita- 


tions. 
Q 


Ontario? 


i 


Q 
A 
Young at 


Q 


He takes objection to solicitations from 


Yes. 


Does he take the position that you should 


Yes. 

That is Mr. Blackstock's position? 

Yes. 

And Tir. Young's position? 

Well, possibly. JI hardly heard from ir. 
all until his recent statement. 


Perhaps you can furnish us with a copy of 


that statement? 
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A I think I have it. 
Q Now, there is also the Frovince of Quebec. 
A I have the most friendly relationships with 


the Province of Quebec. "Ve have a great deal of 
success with the Province of Wuebec, because they are 
so polite in saying that we should stop soliciting in 
their province, and it is very easy to convince the 


dealers to stop soliciting, 


Q They are very polite about it? 
A Yes, and very nice. 
Q But they do ask you to stop people from 


soliciting their residents? 

A Yes, 

Q Incidentally, lr. petuniks have you heard -- 
as I have -- that some of your registrants or ex- 
registrants have been moving to Montreal? 

A I do not know that I have heard as yau have, 
Mr, Jolliffe. I have heard it. 

Q You have heard it? 

A Yes, but it is not quite as extensive as the 
rumour goes. 

Q) I am not saying it is extensive. 

A I know an investment counsel here who is in 


good standing. He has gone down to wuebec, and is in 
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the brokerage business, 

iI know of an ex-registrant who has moved to 
guebec, JI have not the slightest idea what he is doing. 
. He moved to i.ontreal, 

I know one or two who have been refused 
registration in Ontario who have gone to wWuebec and 
applied for registration, and when ir. Leboeuf suggested 
they had been in difficulty in their own province, 
they said it was all a mistake, and could be ex- 
plained. 

I do not think any of them will get regis- 


tration down there, who are in bad odour here. 


(Q These removals were quite recent? 
A Yes. Quite a few of them have gone west, 
too. 


iiR., HOUCK: That was Horace Greeley's advice 


to young men, to go west. 


BY lik, JOLLIFFE: 


Q Have you heard that one broker-dealer was 


opening a branch office in Montreal -- very recently? 
A Yes. 
Q I think you have heard about all the ones 


about which I have heard. 
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A I think probably. 

Q Now, New Brunswick; they have telephones in 
New Brunswick, Have you had any complaints from down 
there, 

A There might have been possibly three. Our 


people do not try to sell down there very much. 


Q Nova Scotia? 

A Neither New Brunswick nor Nova Scotia. 

Q Princ@ Edward Island? 

A No. Il do not know that they have a Securities 


Commission down there, They may have. 
Q I know it has a population about the same as 
my constituency, so I would not xpect they would be 


very numerous. 


TH". CHAIRMAN: They do not vote the same way, 


though. 
BY wR. JOLLIFFE: 
Q. Nothing from Newfoundland? 
A The complaints from east of Wuebec are 


virtually nfl. 


MR. JOLLIFFE: I think it would be interesting 
if you could let us have some statements as were made 


public by your opposite numbers. I would like to see 
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‘ them. 
One other question in this same connection, 


if you please. 
BY isR. JOLLIFFE: 


e) I think it was in your very first bulletin 
you stated something to this effect; that the Commission 
maintains a close liaison with the securities and 
Exchange Commission in “asnin; ton and with the other 
provinces, 


I have it here: 


"Close liaison is maintained between this 
Commission and the otner orovincial securities 
administrations, and also the Royal Canadian 
Mounted Police, the Ontario Provincial Police, 
the Toronto Police Department, the Federal 
Bureau of Investigation, the Securities and 
ixchange Commission, and the offices of State 
Securities administration. 

There is a continual exchange of information 
regarding the results Se resecctions and the 
criminal records of persons dealing in 
securities. . Information regarding their 


activities is regularly published in the 
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Securities and Exchange Commission's bulletin. 
At present our filing room has some 
twenty thousand files, which includes some 
fourteen thousand files on persons with their 
records and histories in the securities 


business." 
That statement, I take it, is still correct? 


A That is correct, although the actual exchange 
of letters is not as extended now, because the 
bulletins serve this purpose. 

I have just mentioned to you some of our 
people goin; out west. ‘hen they go out and apply 
for registration, my counterpart writes in and gets 
the information, if he has not already got it, and 
there is an exchange of letters. 

I remember one chap who recently went out to 
Alberta. Wr, Blackstock wrote to me and i gave him 
the information, and he did not get his registration 
there, and he went out to British Columbia, and I got 
an inquiry from British Columbia. There is a complete 
exchange of information there. 

Q Would you say that all your information is 
accessible to other commissioners? 


A Definitely. 
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You would not hold back any? 
A No. 
Q I think in your previous evidence, you 


Suggested that you would give us a siemorandum of 
co-operation with the 5...C., including those six 
complaints you mentioned you have received. Is that 
available? 

A I have them here. Here (indicating) is a 
complaint that I dealt with personally, with Mr. 
Callahan, not so much by correspondence, but when 
ir. Callahan was here in Toronto. The broker did 
make restitution, or rather, he reversed the transaction, 
but refused to admit any irregularity, and he said, 
"Tfthe man is as hard up as he says he is, i do not 
want his money", and he reversed the transaction. 

This is one-of the six complaints I have 
talked about, and there is an affidavit supporting ie 

( This is an affidavit supolied to you by 
the 8.E.C.? 


A Yes. 


BY TH CHAIRMAN: 


Q@ Is this the same one, or a different 


one? 
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A This is one of the six. 

) One of the six? 

A Yes, 

Q Is it the same one you mentioned a moment 
ago? 

A Yes, it is the same one. Jr. Callahan and 


? 
myself pretty well worked it out. Iwill read part 


at aes 


"That it wes represented an investment in 
Concord isines Limited and maidstone Oils 
Limited were no longer a speculation, but 

an inve.tment, because of the development 
work that had taken place in the said 
property; that I was certain to make 

money, and that I took no chance of loss 

in the purchase of Concord and Maidstone 
shares; that it was furthermore represented 
to me I was purchasing Concord iiines Limited 
shares and Maidstone Oils Limited shares below 
the market price, as the price sch I paid 
for the said shares was only available to 
customers of Perrin and Company, and when 
Concord and waidstone shares were made 


available to the putlic, they would be sold 
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at much higher prices, 

That I was assured both Concord lines 
Limited and Maidstone Oils Limited were making 
money, and was told of the great activities 
concerning development work taking place on 


their properties." 


JiR. JOLLIFF®L: I do not know that we need to 
take up time getting the details of these complaints. 
I understood i.r. Lennox to mean, when he said he had a 
memorandum of the co-operation with the 5.u.C., that 


he could give us the history of the co-operation. 


THE | ITNESS: No, what I referred to at that 
time was that I had a memorandum showing our co-operation 
with the 5.U.C. in certain specific cases, and their lack 
of co-operation. JI would just as soon not refer to it 
at this point. ido not think it will serve any good 


ourpose. 
BY MR, JOLLIFFE: 


@ iI think we should get the facts. If the 

5.4.0. has failed to co-operate with you, we want to 
know about it. 

A I do not think I said quite so broadly that 


they had failed, but I gave some specific instances 
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of where they did not seem to be very over-anxious. 

I have already given vou the rosseau case. 

Here (indicating) is a complaint from Peter 
R. Previtt, represented by A. &. Smith, who stated 
the S.E.C. had furnished Previtt with a list of 
questions. Smith attended on the oth of i.arch, 1950, 
with an affidavit from the company. after a lengthy 
interview with the senior solicitor, he was requested 
to forward further affidavits, to which he agreed. 
The affidavit was not produced, and the file was 
closed after a lapse of two months. 

I do not blame the 5...C. for that, but I 
think that this fellow was after his money, and that 
was all he was after, but when he saw we were not 
proceeding on that basis, he just dropped it. I have 
all the files on these. 

Here (indicating) is another one, in re 
Krause. The letter of complaint was received June 
30th, 1950. He based his complaint solely on the 
fact that an employee of the 5.L.C. had told him it 
was fraudulent. However, a fraud order was not issued. 

On July 5th, he was sent a letter requesting 
further information and documentary evidence. 

On August lst we received a reply. He had 


evidently consulted with the 5.i.C. in the meantime, 
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and he stated the material we requested eee ei 
pcs session of the 5.2.C. 

4 further letter was sent to wsrause on 
nugust lth. On October 23rd, a further letter; no 
reply. November 28th, a further letter; no reply. 

The case was marked closed onthe 28th of 


December, 1950. 
BY THE CHAIRMAN: 


Q That is a letter, from the 5.L.C., to 

this party? 
A No, a letter from us. 

There was another case of trying to get 
restitution, but we could not investigate without 
the material, and according to what he said, the 
material was in the hands of the S.E.C. 

Q Now, in that case, apparently the complaint 
came to you directly from iur. hrause? 

A Yes, in a letter. 

Q And when you asked him for information, he 
said he had lodged it with the 5.E.C.?° 

A Yes. 

Q Did the 5.4.0. ever pass on that information 


to you? 


A No. The only connection the 5.4.C. had with 
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that complaint was that the complainant rererred to 
the 5.4.0. He said he had been told by the 5.i.C. 
that the issue was fraudulent. 

‘'e have dealt with about 52 cease and desist 
orders, anc fraud orders, and one thing and another. 
Many of those issues were such that we were not ina 
position to show they were fraudulent until there 
was some opportunity of financing the treasury and 
proving by that means. 

Here is another, the Borderminster Explora- 
tion. I have not the file here, but I have a note on 
it. 

On April 3rd, 1950, we wrote to the S.1.C. 
requesting a return.of the documentary evidence which 
we forwarded on Novenber 3rd, 1949, but we received 
no reply. 

On iiay 4th, we made a furtherregquest. On 
ay llth, 1950, we received a reply statin; they were 
still using the material. 

On July 12th, 1950, the documents were re- 
turned. 

I am not using that as evidence against the 
5...C., because I hope to continue friendly relations 


with them, but these people who are levelling criticism 
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at the Ontario Securities Commission -- I think that 
is the answer to that. "Ye are doing our very best, 
and we do not like to keep pestering them to return 
these documents, but we are resoonsible for the 
evidence on file in this commission, and we have to 
keep after it until we get it. 

I have been put on the defence about things 
about \hich thhere are no pesitive charges against us. 
I do not know what they are referring to many times, 
relative to matters filed with the 5.L.C. 

Q I would gather from the letter read this 
morning that the only solution to the problem, as 
they see it, is a new extradition treaty, and they 
do not suggest any additional form of co-operation 
with the Ontario Securities Commission at all. 

It is the extradition treaty, and only the extradition 
treaty, with which they seem to be concerned at the 
present time. That is the substance of it, as it 


occurs to me from that lengthy letter. 


MR. Jalics: Did they not state therowas 


very excellent co-operation? 


THE CHAIRMAN: I think at one point they 
did. JI think they went out of their way to recognize 


there were some difficulties; some legal and some 
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constitutional, and if there were any fraudulent 
dealings, the blame er not on one side nor the other, 
but the only way, in the final analysis, to deal with 
the problem, was to have some extended extradition 
treaty, which, of course, is a matter with which the 


securities Commission has really no direct concern. 


a 


BY ik. VO NER: 


« In connection with these inen who are ruled 
off because of bad dealings; do you make any effort to 
see that they make restitution to the victims? 

A No. There was a tisie in the nistory of the 
Ontario vecurities Commission, when restitution was 
the order of the day, but restitution was exacted on 
the ground that the sian still retained nis registration. 
That has been very harmful, because these broker-dealers 
down on Bay Street would be only too happy to save their 
registration on the ground of re-payment, but it is not 
good administration in my opinion, and it was not good 


administration inir. meTague's opinion. 
MR. JOLLIF’“L: Almost like a license fee, 


THE “WITNESS: And a very small license fee 


at that. 
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THE CHALRMaAN: It is similar, in a way, to 
compounding a felony, although it is not a felony, 
because the whole theory of it was, "If you pay back 
to ur. a what you gouged from him, we will let you 
carry on with your license, and nerhaDds gouge some- 


body else.” 


BY WR. DOVNGR: 


Could a victim not seek restitution 
through the courts? 

A If the public were more alert, and when they 
se@ there is fraud or misrepresentation, if they would 
sue on the ground that the contract is voidable or 
void, it would be a very healthy and happy solution. 
But, as i have said, a great section of the public 
is not versed in securities matters, anda stocks and 
bonds, and they think the Commission is there to pick 
up the torth for them, and they do not have to do anythi 
Even some lawyers seem to think that the Commission is 
a sort of collection agency. It is bad business. 

Q In the case you settled with tr, Callahan, 
restitution was made on a voluntary basis? 

A It was very definitely understood that the 


Commission was not stooping to restitution, but the 
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broker-dealer said, "If that fellow lives in the 
United States, and is as hard up as all that, I will 
give him his money back. I do not want to take money 
from a man who cannot afford to buy." 

This oarticular dealer who made the so-called 
restitution is a4 comparatively good chap. In dealing 


with broxer-dealers, I always say “comparatively”. 


BY 4 An . GRU Mu His ol ‘ 


Q Mr. Lennox, a while ago you said if the 
public were more aware of tneir rignts in going <fter 
these broker-dealers, and in suing them for the 
return of the money and the voiding of tne contract, 
they might ,et some rectification of the harm done. 
Do you not think that it is more a case of the public 
being fully aware that no matter how much they sue 
or what judgment they get, they cannot collect on the 
judgment ? 

A No, I think they can collect on a great number 
of judgments. a lot of these dealers nave substantial 
properties. The gentleman with whom we spoke tnis 
morning is supposed to have a big estate outside of 


Toronto. 


m) Vere there not a great number of those who 



































AA\ (o dts, ORM A onthe 1 Naas me “ if rae 
Mi . fe \ ae heteiey ui at wed ® ad 
Me a ee ‘ ts est 
ae Mi Pe My Fw Wray j 


oH} rae gont i woitat at tr 


a Oh a 
4 





TES Ya. Pee Ls a6 at hast 8 hee J 
ees Pedy bi - 
i "| r Woh ys 


parton ; ra od He SBA ton © * “toed aon pri f 


nO pe peter eke 


a gut 


a 


ahi ee ae ai? ; f ‘i apie ba brotha Foaitine ody. MBM ial cont | 


Ea Ad a Ee Me : 


t seat Pa gH ei aa: setae E> henge ebaT it - Pe 


oe°n in Ke 

Ati ones, 4, 

: t- { san ORE r 
: 





Ri fy Li nN 





ait J aag at iy oe jail, ‘DCO ON ‘oy. tosixecwiog 
i 4 ih POD ‘ s aw nn Bees Part 
, ; yf av Loon bleh Yse.8 raid ey ry 3 casateinaert as ote ne 
We eae tpn te Auk i P Hy r ae 


| | u > mg a m 5 oe ve 4 4 i 


Ra i 


ai. 





Sod LD GEBR SOY OSs bait ie sonia eri fi a Wha! 
ai its Shep aces ete eae ; : f ere A see : Ay, ot 
edt gotod mk edge shone, 20 arene, ee crows rise 
bry Aa Ps we a vit PD ef a 
ma 30 go gt a bus sai 


iolan 0 


| ny smo ria one, 


9 bd ‘aii a8 ‘9208 6. ar9% aie 
tle Vy, : as 


i yoda sous yea nogsae on te 


2 ee ao patos 


: sr 


| Viernes bad Oe fs 
Po ae Werte a 4, 
ei tines ese oy, arid. seca cee 
¥ ae ee : bs Rane ale i 
ry k ; a bas ig see: ay fod at 
is i uy aa rit 


“ee: ‘ehteme aoegee, aks 


Vo j ape? ay _ 
i Li a bela 


AIL Lennox 


deal outside the law? 
A They have nothing but a desk and a telechone 
in their office. That is all they possess. What is 


the good of suing a man without assets. 


if. DO N-R: His wife probably has them all. 


hiR. GRUsuwETT: Yes, or it is in somebody 
else's name. 
THE VITNESS: They have working capital, and 


a great many of them are wealthy individuals. 


hR. JOLLIFFU: Some of them are "front men"; 


they are not likely to have many tangible assets. 


ik. GRUlu..TT: Just as we find in the legal 
practice, that many of them cover up their assets, 


so that no one can get at them. 


TH | ITNuSo: Of course, there is areason 
for tnat in other line of business. I do not think 


that is peculiar to the brokerage business. 


THL CHalTRmaN: It is so with anybody you 


happen to deal with, financially. 


BY MR. JOLLIFFE: 


You have referred to six complaints from 
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the S.E.C.; did any of those complaints lead to a 
suspension or cancellation? 

A The first one, Rosseau, was himself an 
unregistered person. 

The next one, I have not looked over these 
very carefully lately, but I think the next one is 
absolutely unfounded, just an attempt to obtain 
restitution. 

Another one is included as a complaint, to 
be onthe safe side. I do not know whether it was 
really a complaint or not. ‘e simply got an enquiry 
from the S.E.C. about certain issues, and we investi- 
gated and found that the issue was not being sold in 
Ontario at all, and we found that some residents of 
the United States, who were also officers and directors 
of this issuing company, were obtaining orders in the 
United States and sending them up here to brokerage 
houses to be filled, 

I think I mentioned that indirectly before, 
that we gave the 38.2.C. a full report on it, and as 
far as I can ascertain they did not take any action. 
They did not prosecute the individuals involved, but 
they required them to qualify this issue with the 


5.4.C. That was in July, 1950, and in June of this 
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year we examined the President of this company, and 
he said they still had not obtained qualification. 
That is hardly a complaint, but I included it in the 
number, to be on the safe side. 

Another one I have already referred to, where 
the man did not send us the documentary evidence as 


requested, 
BY wR. JOLLIFFE: 


Q . Then none of them led to the suspension 
or cancellation by your Commission? 

A No. 

Qo Can you recall any cases at all in which 
complaints from other provinces have led to suspensions 
or cancellations by you? 

A No. They might have been considered, but 
I cannot, off-hand, recall yery many cowplaints from 
any province where anybody had purchased anything, 
The complaints were mostly of local dealers trying 
to sell something. 

Q I would deduce from what you say that all 
these cases in which you have acted by way of suspen- 
sion or cancellation in the last two or pane years, 


many of which related to literature, and at least one 
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to a telephone call, were cases, the evidence of which, 
came to you from within Ontario? 

A No, A great number of those cases were 
absolutely related to the question of trying to 
control solicitation outside of Ontario. 

) I realize that. 

A “here the Commission acted purely on its 
own motion, 

In some cases we made a spot check, and if 
that spot check disclosed a situation which warranted 
further action, we took out an investigation order, 
if necessary, and went right through. 

The majority of our actions is done solely 
on our own motion. 

Q That impressed me, looking at the decision. 
I agree with you it does appear to bear that out, 
but I would think in practically all these cases, the 
initiative was not with the Deait: ston. although 
there might be complaints to Gare the ball rolling, 
although in many of these the offences obviously 
related to the international situation, that is, the 
mailing and the telephone calls, 

A That is one of our objectivés, to control 


those mailings. \.e take action ourselves. 
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This might be an opportune time to just 
Simply voint out that publicity which has been adverse 
has assisted the Commission materially in the last few 
months, because we have complaints and correspondence 
from intelligent members of the public who are trying 
to direct the Commission in the right direction -- I 
mean, to help them, 

Q How much assistance have you had from the 
B.D.A. in their taking disciplinary action? 

A Well, as I said.at first, for the first 
stretch -- if I may use that term -- it was not 
assistance, it was obstruction, but the matter is 
improving now. 

Q) Are you getting any assistance now? For 
instance, these cases you have acted on this year -- 
1951; there have been quite a few suspensions and 
cancellations. I do not say that is necessarily a 
good thing, but to judge by the reasons given in 
your decisions, they were certainly called for. In 
any of those cases, did you get any assistance at all 
from the B.D.A.? 

A I cannot say we got very much direct 
assistance, Mr Jollifte. 


( Although it is supposed to be a disciplinary 
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body, of the province, if it can be so termed. 


A It is supposed to be one of them. 
(Q It is a self-governing one? 
A The Stock Exchange is another, and the 


PUA. 18 another. 


Oh, yes, but I am talking about the broker- 
dealers? 
A Yes. 


THE CHALRMAN: Shall we adjourn for five 


minutes? 


iR, JOLLIFFE: Yes, that would be a good 


idea. 


---\Jhereupon a short recess was had. 


---Upon resuming. 


THE CHAIRMAN: Gentlemen, we will resume with 


hir, Lennox. 


BY lik. JANES: 


Q Mr. Lennox,where you cancel a license 
of one of your licensed operators; that is the only 
punishment they get? 


A No, we prosecute them in proper cases. 
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Q Then I suggest to you, why not put each of 
these sellers under bond? 
A That will be required. very broker-dealer 


will have to post a bond as of the first of October. 
BY MR.DO.NER: 


Q How much? 

A Ten thousand dollars in the big centres. 

Q I am thinking again of restitution, particularly 
to the widows and orphans swindled out of everything they 
have. 

How about making the bond big enough so that 
if a man is charged with unfair practices, the bond 
will be forfeited to you, and be there for restitution, 
even if it was only a small amount, 

A The bond we did have would be available for 
meeting a judgment, if the judgment were covered, but 
we found out there were very few judgments registered, 
to be satisfied with a bond, and that the bond was 
more or less of a detriment, because the person was 
required to put up collateral in the amount of the 
bond, so it was detrimental to the little fdlow who 
was short of working capital, and of very little con- 


sequence at all to a person backed by some undisclosed 
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interests, 
BY THE CHATRwWAN: 


Q These new bonds, you say, are different? 

A Yes. 

Q Those which will come into effect in the 
near future; they are a different type of bond? 

A They are a different type of bond. It is 
amazing to me that a person cannot obtain a bond. 
They are of a very simple type, and since we adjourned, 
one broker-dealer has surrendered his registration, and 
while I cannot prove it, I am pretty sure it is 


because he could not get a bond. 
BY MR. HOUCK: 


Q I think you told us the amount of the 
bond they had to put up will vary with the location 
in which they operate? | 
A Ten thousand dollars in centres like Toronto, 
Ottawa, London, Hamilton and indsor, and it is graded 


down. 
BY THE CHAIRMAN: 


Q@ Would the proceeds of that bond be avail- 
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able for restitution, if there was a judgment abtained 
against a broker-dealer? 


A I do not think so. 
ik, JANLS: Tell, what becomes of the bond? 
MR. JO Nir: Yes, what becomes of the bond? 


THE ‘ ITNuLSS: THe bond is against absolute 
theft. Supposing a salesman went out to a place, and 
took a thousand dollars for the purchase of securities, 
and did not deliver those securities, but pocketed 
the one thousand dollars. The bond would be to cover 


that default. 
BY mR. DO'.NER?Y 


Q That would he restitution on a minor 


scale? 
A Yes. 
BY THE CHaArTAbAN: 
Q@ Are these bonds (indicating) all the same? 
4A There are two kinds of bonds. 


BY WR. JANOS: 


Q If you proved fraud -gainst a man, could 
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not the bond be forfeited to pay for the fraud? If 
you approved fraud and cancelled the license, why 
should not the bond be forfeited then? 

A I have not studied it very carefully. I 
ordered them before I went away on my holidays, and 
there are three lawyers here on the Committee, and they 


can probably go into that much closer. 
BY RR. GRUMMETT: 


Q Mr. Lennox, do you not think if you had 
a bond which covers the cases you cited, such as 
obtaining either property or other securities by 
theft, if it also covered fraud in dealing with 
securities, would it not be very beneficial in 
stopping the operations of some of these operators? 

A I doubt if you can get any bonding company 
to indemnify against fraud, apart from fraud being 
proven in a court of competent jurisdiction. The 
people -- 

Q) If they had a bond, it would encourage a 
lot of people to make the attempt, because at the 
present time, they think they will not get anything, 
anyway. 


A Ve had a bond for twenty-two years, and I. 
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cannot remember one of them where the proceeds were 
handed over to cover fraud. I can remeuber where 
the proceeds have been handed to a trustee in bank- 
ruptcy, or to reimburse the government for the cost 
of prosecuting -- court costs, but I cannot recall one 
in my time here, where it was handed over to satisfy 
a judgment based on fraud. 

We search executions, of course, and if there 
is an execution creditor, he gets it, but the execution 


is not necessarily related to any stock transaction. 
BY TR. GRUM.ETT: 


Q Then again, would not the requirement that 
the bond had to be deposited, mean that the stock-broker 
had to have a pretty good standing before he could secure 
that bond? Does it not mean that the bonding, company 
ould look into his previous activities, and he would 
have difficulty in getting a bond, unless he was a 
pretty “square-shooter"? 

A That is the purpose of the bond now, 

) Then apart from this question of dealing with 
securities, if we had a bond which would stop them from 
carrying on fraudulent operations, it would fill a 


much greater need than that. 
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THE CHAIRMAN: This bond (indicating) is 
called "Broker's Blanket Bond -- Standard Form No.1", 
and in Sone eeReL Si of the premium, the United States 
Fidelity and Guaranty Company, a corporation of the 
State of Maryland, with its home office in the city 
of Baltimore, undertakes and agrees to indemnify and 
hold harmless -- and then appears the name of the 
party -- who would the party be? The broker-dealer, 


or the Securities Commission, or whom? 


A The party. 
Q Vho is the "party"? 
A I have a copy here for each one of the 


Comiittee. I got these bond samples, so the Committee 
would have a chance to study them. 


EAHIBIT NO.129: Broker's Blanket 


Bond, Standard No.1l4, as 
produced and identified by 
the witness Lennox. 


EXHIBIT NO.130: Short Form of 
Fidelity Bond as produced 
and identified by the witness 
Lennox, 


THE CHAIRMAN: This is something we perhaps 


should question the broker-dealers on. 


THE ' ITNaSS: That is what 1 was going to 


suggest. 
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BY THE CHAIRMAN: 


Q That is the form of bond they are proposing? 


Yes. 


TH CHAIRuAN: Perhaps we can leave this 


until the broker-dealers come forward. 


MR. JOLLIFFS: Yes, but the only thing is 


this, this is what they have decided upon, subject 


to the approval of the Commission. 


of Mr, 


LR. GRUMMETT: Does it meet with the approval 


Lennox? Does it go far enough? 


TH. CHalRi AN: Apparently there are two 


separate bonds. 


other? 


THE 1}ITNESS: No, they are optional. 


BY THE CHAIRMAN: 


Q@ They can take out one or the other? 


Yes. 


BY MWR. JOLLIFFE: 


Q Vell, is that the case -- one or the 


Yes. 
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Q Because the one I looked at first relates 
only to employees. JI would take it to be a bond with 
respect to the operation of salesmen, and it would 
appear to protect the broker-dealers, and not anybody 


else. 


THE CHainiiAN;: That same thing, would apply 
to this (indicating), would it not? ‘The insured would 


be the broker-dealer. 
THE ‘ ITNESS: The broker-dealer is insured. 


Rk. JANuS: I think the main thing we have to 


discuss is whether the bond will protect the public. 


MR. LO' NER: So that there will be a reimburse- 


ment for one who is swindled. 


lik. VILLENLUVE: If the stock is not legitimate, 


I think we can do something to protect the public. 


LR. JANIS: Yes, we could have a bond prepared 


which would cover what we want done, 


THE CHAIRMAN: This is an insurance against 


the loss sustained by the insured, 


WR. GRUMMETT: Through his employees? 
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THE CHAIRiwN: That is the way I interpret it. 
it is not a bond for the protection of the public, or 
provides for the forfeiture of the amount described in 
the bond, inthe event of the default or wrongful act 


onthe part of a broker-dealer himself. 


MR. GRUM ETT: I think this bond pre-supposes 
an honest broker-dealer, who might be unfortunate 


enough to have a dishonest salesman. 


MR. VILLENEUVE: That is right. It is more 


or less protection for him. 


LR. JOLLIFFE: It is entirely different from 
an administrative point, from the bond an administrator 
has to give to the Surrogate Court. That is a bond 


to orotect the heirs of an estate. 


LR. VILLENLUVL: That is what we should have 


here. 


ik. DOUNER: This bond does not cover any 
loss, directly or indirectly, from fraud with or without 


the knowledge of the insured. 


TH: CHAIRisAN: The proceeds would go to the 
insured. The bond required by the Securities Commis- 


sion, which lir, Lennox mentioned, would be forfeited 
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to the Commissions 
TH WITNESS: Forfeited to the Government. 
BY MR. JANES: 


Q@ A bond forfeited to the Commission, would 
Peak one | DLL 7 
A Only with this exception; I do not think it 
is possible to get any Surety Company to indemnify 
against fraud, short of fraud oroven in a court of 


competent jurisdiction. 
MR, JANES: That is probably right, too. 


THE ‘ITNSS: snd many people just do not go 


to the courts to prove it. 


THE CHATRMAN: The only advantage of that sort 
of bond, would be if they went to the court and got 
a judgment, there would be at least some money avail- 


able to meet the judgment. 
MR. VO'NZR: That is what I have in mind. 


WR. JOLLIFF2: I can cive you another analogy, 
The distributor licensed by the hilk Control 3oard 


have to be Secured, and that bond is payable to the 
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Milk Control Board, and if the licensee fails to 

live up to any of the regulations or requirements of 
the Milk Control Board, the i.ilk Control Board is the 
judge. 

It is true there was a case where the 
bonding company refused to pay it to the wilk Control 
Board, and the Board had to sue them, but they vaid 
it eventually. 

I think mr. Lennox could help us if we could 


see the bond previously used. It should be on file. 
BY MR. JOLLIF PF: 


Q They are on file, are they not, hr. Lennox? 
I refer to the bond that was in force before your 
regime. 


A Yes, but most of them have been surrendered 


? 


at this time. 
BY THE CHAIRMAN: 


@ You must have a form somewhere, we could 
see. 


A Oh, yes. 


biR. JANES: Ve could have a form drawn up, 


stating what we want, 
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BY MR. JOLLIFFE: 


@ You did have reason for thinking that 
the orevious bonding system was unsatisfactory? 

A It did not have the practical results we 
had hoped for. As I said before, it proved to be an 
obstacle to the small man who wanted every bit of 
available capital to get his hands on, and it meant 


nothing to the man who had unlimited finances, 
BY MR. JANDS: 


@ The bond would be subject to the payment 
of a premium? 
A They would have to put up collateral. If 
they got a five thousand dollar bond, they have to 


put up five thousand dollars collateral. 
BY THs CHAIRMAN: 


«% Should a man be a broker-dealer, if he 
does not have that much? 
A No 


, he should not, but it is nis working 


capital. 


MR. JaNES: Vhy does .he deserve any sympathy 


from us? 


Hart 100 
5 hak Bh 





















, 4 xt Lh 
‘ i : 
6 
; 7 eb He RYH 
. oo es es é nes ‘ Ye 
PiGd GRASS SBCA. Bae ie ses 
ie or 
«ty # SE ct EE: +BY Sak 
- pee hee oh a 7 =) 
. e 4%. 
ar bce ryow eh ee eo Ree Pe coe aa 
tes Byk * satan MOS 7 aie OI 
| a ge eee 
: Ang (epee CET Oe OSES OS "PR 0S069 
Pe. ee cei wee REE Oak EN we aM s 
iy! ne a 
oo args 
‘ aiGe 5 . 
a i 
Ay ee Be) 
Sate Vids ® ab 
as 
s 
f o in 
P 1° 
; 
p _ a : 
’ ' . ice > a 
bay 
- _ h 
: f 
re 4 
ah 4 ; Ki wis 
As mE 
; . : 
wee OA itae 
, oe ee 
Sor seh 2 . 
evel a 
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THE CHAIRI-AN: He is in a financial operation, 


dealing with the public. 


P:R, JANES: 'e have to protect the public, 


whether it affects his working capital or not. 


MR. JOLLIFFL: In the event of his insolvency, 


it would be there, I suppose. 


iR. JANUS: 

Q If he, in putting up a five thousand 
dollar bond, has to put up five thousand dollars 
collateral, why the security at all? ‘hy not put 


up the security? 


THE CHALTRiiAN: They could file government 


bonds with the Commission. 


THE WITMESS: Yes, with the Provincial 


Treasurer. 


THE CHaIRi.AN: How much working capital does 


a broker-dealer need to carry on? 


ik, JOLLIFFE: It depends on how much credit 


he can get from his printer, I suppose. 


MR. VILLENSUVE: I think the public should 


be protected. 
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VR, JANES: Are we not much more interested 


in the public than the broker-dealers? 


MR. DOL.NER: I shoud think so. A great deal 


more e 
HR, JANES: I know I am, 


wR. JOLLIFFE: I think:it it would be more 
fair to put some of these questions to the broker- 


dezlers, rather than to mr, Lennox. 


LiR, JANES: He is in a better position to 


give us more information. 


THE °. ITN@5S: I amqjtirely in accord with 
everything that has been said, but as I have said, 


from practical experience it did notwrk out, 


THE CHatRi.AN: That may be so, It may be 

that very few people take advantage of what might 
may 

have been gained from that bond; there/have been 


reasons we do not know about. They may have thought 


they could not prove a case, 


wR. vO Nuk: If a broker-dealer waa adjudged 
to be guilty of misrepresentation or fraud, and lost 


his license, that is the first step in the case -- 
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at least I would think so. 


THE CHalRlAN: Under the old bond, if he 
lost his license, wouldthe bond be forfeited -- just 


on the cancellation of the license? 


THE |. [vhuss: There would be a waiting period 
of two years to see if there was any claim against 
that bond, and then the Commission would search 
executions and search bankruptcies, and also search 
its own records to see if there had been any bill 
of costs against the culprit, and if there were no 


claims, the crown would return the proceeds. 
BY THE CHATRi.AN: 


@ Of course, his license may have been 
cancelled for some weeks, which may not have given 
the customer any claim against him. 

A The baie ofnim would be a judgment. 

Q I know, but to get a judgment you have to 
prove a case? 

A Yes. 

Q And you might cancel a license on grounds 
which did not give the customer any cause of action? 


A Take the Halpenny case. ‘I still say it was 
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cancelled on ; proper basis, but I doubt -very much 
<r a person could succeed in a court of law on the 
facts discussed in that decision. 

() There are cases which might occur where there 
is a clear eause of action based on fraud or misrepres- 
entation, and a bond should be very useful in a case 
of that kind? 


A Yes. 
BY MR. JANES: 


Q thy should he have to go to court? I 
think the Commission should be able to decide. 
A I think we are, but the bonding company 


have to agree, 


IR. JOLLIF*L: They supplied these ililk Control 
Board Bonds, which pretty well left it up to the 


Milk Control Board to decide what the score is. 


THE. CHAIRI.AN: On the other hand, if they could 


not get a bond, they can put up the security. 


LR. JOLLIFFL: we all know how difficult it 
is, hr. Lennox, where certain individuals have gone 
into business of being a broker-dealer on a shoestring 


basis ° 
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A Yes, they have. 
Q You may be able to tell me, I have forgotten, 
what a seat on the Stock Uxchange sells for? 

A The last seat sold for thirty-five thousand 
dollars. They have gone over one hundred thousand 
dollars. 

Q If you want to go into these financial 
activities, you cannot go into them as a broker on 

the Stock uxchange without substantial capital, because 
you need more than the price of the seat on the xchange 
to start business? 

A Oh, yes. 

Q But some broker-dealers have started up with 
little or no visible means of support, except perhaps 


an undisclosed front. 


A Some of them have started with five thousand 
dollars. 
Q A broker on the Stock Exchange is a man of 


substance; he would not be there, if he was not. 


A No. 
BY THE CHATL.MAN: 


@ Any person dealing with the public money 


in a fiduciary position, should have some financial 
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backing. 


A Oh, yes. 
iLR. DOVNER: That is true, yes. 
BY TH CHalimal: 


w. If aman goes into the medical profession, 
he has to snend a great deal of money. It costs about 
twenty thousand dollars before a mén sets up in medicine, 
by the time he buys his equipment, and books, and so 
forth, 
A in almost every profession, it costs quite a 
bit before you become qualified to practice one way 


or the other, 


Mik, JANaS: If you are going to start as a 


farmer or a storekeeper, you have to have some money. 


TH. CHATRi uN: If he nas not the ioney to 


start as a broker-dealer, he can start as a salesman. 


LR. JOLLIFFE: host of the people ur. Lennox 
has trouble with seem to have the ineans, although the 


source is uncertain. 


THe 1. DvNLSs: If you do not know where the 


source is, it does not do you much good to get a 
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judgment. 


luk, JANES: If it was cash or government ‘onds, 


you would have the security. 


(Page 2577 follows) 
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BY THE CHAIRMAN: 

Q. From your experience, there are very few 
actions abroad and a $5,000 bond would go a long way? 

A There are very few actions brought for the 

Simple reason that people are not alert to their rights, 
and they will not run the: risk of publicity. 

When you gentlemen were speaking of this, I 
had my office do some work at noon, and I was looking 
over a file where we started an investigation, and when 
@ (ers halfewey through with it, the party who initiated 


it, said he did not want us to go any further. 


THE CHATRMAN: Did not want to admit that he 


was so foolish as to buy the stock? 


BY MR. JANZS: 

Q. If the Commission had authority to cancel 
that bond, they would not need to advertise it -- that 
they had the power to cancel the bond, and refund the 
loss. 

A Well, supposing it was accepted, would it not 
put the Commission in the position of a judge, making 
an order, which would have full forGe and effect of a 
judgment of the court of competent jurisdiction. 
Supposing you get as far as that, and supposing it was 


just to compensate the party for irregular methods over-ai. 
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of a broker, the Commission would be confronted with 
the problem as to how to distribute the funds available. 


It would be almost an impossible job. 


BY THE CHATRWAN: 
Q.- The Commission would be deluged with a 
sreat many claims which were not made on sound ground? 


A Yes. 


MR. GRUMIGTT: Even at that, if you had a great 
number of claims, if you had a board, which you could 
add to your Commission, or sort of a special committee, 
to deal with these things, I think it would be of 


service to the public. 
MR. JANES: I think so, 


BY MR. . JOLLIFFE: 

Q. There is another alternative which would 
relieve the Commission of the responsibility of ad- 
judging those claims, that is, that the registrant 
should deposit security with the Commission, to be 
forfeited to the Commission as a penalty, if it 
became necessary for the Commission to cancell his 
license. That seems pretty hard. But if some of 
these broker-dealers can spend $40,000 or {50,000 on 


mailings, it would be no hardship to them to deposit 
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5,000 with the Commission to be forfeited to the 


Commission, if the Commission cancelled his license. 


MR. VILLENEUVE: It would not harm the honest 


dealers at all. 


MR. JANES: One of those fellows jumped a 


850,000 bail. 


THE WITNESS: Then the tendency would be to 
treat all broker-dealers alike, and judge them all by 
the ones who cause the trouble. There are a lot of 
mighty fine people in the brokerage business. 

Since we adjourned, there is one who voluntarily 
surrendered his registration on account of ill health, 
and I have seen his health going down year by year, and 
I have no cause to doubt his word. They are not all 


rogues. 
MR. JANES: Nobody suggested that. 


THE “'ITNESS: And $5,000 would mean an awful 


lot to those, if they had to post it with the Commission. 


MR. JOLLIFYE: I suppose it would, in some 
cases. 

MR. GRUMWETT: Is it not the duty of the 
Commission to sort out *he wolves? 


THE WITNESS: We have been trying awfully hard 
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to do that for three years. 


MR. JANES: Whether it means a lot to a broker- 
dealer or not, we still have a responsibility to the 


public. 


MR. DOWNER: Does it not mean more to the poor 


widows who have lost everything? 


TH: WITNESS: I am all in favor of that. I am 
answering Mr. Jolliffe's iden, that there might be 
$5,000 or $10,000, as the case may be, which would be 
forfeited to the Crown. That does not do the public 


any good. 


MR. JOLLIFYE: No. I suggested that as an 


alternative. 


THE WITNESS: I realize that. Suppose you have 
$10,000 to distribute, and there are 600 shareholders, 
of varying amounts; it is setting up a court to dis- 


tribute that $10,000. 


TH: CHAIRMAN: It would be only those who have 


some special ground of complaint. 


BY MR. JOLLIFFE: 
Q. I do not want to terminate the discussion 


about the broker-dealers, but there is another matter 
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we seem to have missed, upon which I think Mr. Lennox 
can help us. 

We have heard a great deal about the broker- 
dealers, salesmen and investment counsellors, and so 
on. Now I want to ask some questions about the securities 
issuers. 

A security issuer is a company which desires 
to sell its own stock to the public? 
A Yes, 
Q And it sells stock to the public without a 
mark-up, but with a commission of not more than twenty- 


five percent.? 


A That is right. 
eo That is, the person who sells? 
A Yes. 
Q If you give a company a license, as a securities 


issuer, then any of the company's officers or directors 
can sell, can they not? 
A Yes, but they must designate who is 


going to sell, 


Q They must notify you who is going to sell? 
A Yes. 

Q And they may sell the stock of that company? 
A Yes. 


Q It does not give them a license or authority 
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to sell any other stock? 

A No. 

Q But there would be nothing to prevent them, 
according to the present practice, from sending out 
mailings on their account -- on account of the security 
issuer itself? | 

A Yes. 


Q And the designated persons could make telephone 


calls? 
A Yes, 
Q What I am particularly interested in is this; 


what investigation do you make as to the responsiblity 
Or reliability of the persons who are designated to 
sell? 

A We check them the same as we check broker- 


dealers'salesmen, 


Q The same as if he was a broker-dealer? 
A Yes, 
Q But there is this difference; they do not 


have to get past the B.D.A.? 


A No; they do not have to get past the B.D.A. 
Q The responsibility would be yours? 

A Yes. 

Q And you would check in to the record, if you 


have any, of each designated officer? 
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A That is right. 
Q Now, if any member of the public wants to know 
who is authorized to sell for a licensed security issuer, 


is that information accessible to the Commission? 


A Yes. 
Q It is not published in your bulletin. 
A No, we do not give the names, that is right. 


t+ may be a pretty good idea if we did. 

Q And if someone wrote to you saying "Is Mr. So - 
and-So legally licensed to sell the stock of such-and- 
such a company, you would be able to reply to that 
question? 

A Yes. 


Q And you would reply? 


A Yex. 

Q How many security issuers are licensed at the 
present time -- approximately? 

A I had the record down here before, but I did 


not bring it down today. 


Q Just ap proximately. 

A The security issuers run about 75 a year, Mr. 
Jolliffe. 

Q And a license is just for the current year? 

A Yes, but they can renew it, just the same. The 


filing of any issue is only for a year, and their license 
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is only for a year, but they can come in and renew it, 

Q At the present time, there would be security 
issuers licensed this year which were renewed from last 
year? 

A Yes. 

Q What would be the total, in effect? 

A About 75. 

Q 75 in effect now? 

A Yes. It runs along about 75. It varies between 
55 and 85 -- in between there, it is fairly constamt, 

Q In each case, there would be more than one person 
designated to sell? 

A Usually more than one, yes, 

Q What is the average? 

A I would say usually two, but they can employ 
salesmen too, 

Q In that event, the salesmen would have to be 
licensed salesmen? 

A Yes. 

Q If there was an average of two officers licensed 
to sell, that means there are another 150 people who are 
not necessarily broker-dediers, unless licensed in any 
capacity, who can sell stock in Ontario? 

A That is right. 


Q Do you have much trouble with that group? 
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A We have quite a lot of trouble with security 
issuers. I think some of it is due to inexperience, 
We have to be very careful about the type of salesmen. 
They may be cast-offs, They are liable to get salesmen 
of a very low order because some salesmen who probably 
cannot readily get employment with a broker-dealers' 
house, or 4 member's house ,looks for employment with 
the security issvexs. 

Q It is a little easier to get? 

A Yes. 

Q I see in the Denallan case, in the June, 1950, Bul- 


letin, you said: 


"Registration of a security issuer should not 


used as a vehicle enabling individuals to 
trade in securities, who would not normally 


be granted a license". 


That represents the policy of your Commission? 
A Yes. 
Q Do you have any security issuers registered at 
the present time whose designated selling officers 
have had their licenses previously suspended or can- 
ca led? 
A There might be. If they are, they have appeared 


before the full Commission. 
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Q What I am getting at is this} apparently in the 

case, the gentleman in question did not"get 
by" -- that cannot go into the record -- but in any 
event, he did not "set by" with his application for 
registration, ,and the security issuer was refused on 
the grounds that the gentleman who was president of the 
company was not a proper person to sell? 

A Yes, 

Q What I am interested to know is, has anybody 
else “got by" -- anybody else whose past reoord with 
the Commission involved the loss of his license as a 
broker-dealer or salesman? 

A I cannot think of any, Mr. Jolliffe. If there 
are, and it was brought to my attention, they would 
never be granted registration to sell as a security 
issuer, unless they appeared before the full Commission. 

Q So that as far as you are concerned, this cannot 
be used as a device for getting around -- 

A That is what we are trying to guard against, 

Q Now, supposing a security issuer -- or,supposing 
a company applied for registration as a security issuer -- 
and designated the ise eet rawat and secretary-treasurer 
as selling officers, but the president of the company 
happened to be not designated as a selling officer, 


and was somebody whose license as a broker-dealer you 
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cancelled, last February, let us say; what would you 
do then? 

This is on the assumption that the vice-president 
and secretary-treasurer as selling officers, are 
perfectly good people with good records, but the 
president has a bad record. 

A He might "get by" as long as he was not a 
selling officer. 

Q Would it not be a fair supposition if, he is 
president of the company, and probably the promoter 
of the company, to think that the selling methods and 
policy and promotion would be directed by him, the man 
whom you have just deprived of a license? 

A That is possible. If you tell me the case -- 

Q I am not quoting a particular case. I am putting 
to you a hypothetical case. 

A vi case like that came up, the registrar would 
bring it in to me, and we would discuss the whole 
matter. I think we would review such a case. 

Q No, I do not know that it has come up, but so 
many subterfuges have been tried to get around your 
administration, that I would be surprised if this had 
not been tried also. 

A It may have been tried, but it is hard enough 


to deal with actual cases -- 
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THE CHAIRMAN: Without putting any ideas into 


anybody's head. 


THE “JITNESS: If you asked had it been done, I 
would say there is a remote possibility, but I would 
think it would be extremely remote, 


BY MR. JOLLIFFE: 


Q@. In connection with the man we were dis- 
cussing this morning; is he not an officer of any of 


the companies whose names appear on the top? 


A No. 

Q He is not an officer of any of them? 

A No, 

Q It must be wonderful to control a lot of com- 


panies without being an officer. 
A The Commission cannot look on the doors of the 


offices. If he has the effrontery to put his name -- 


THE CHAIRMAN: Mr. Jolliffe knows a number of 
lawyers' offices which have on their doors a list of 
companies for whom they act, perhaps even as secretaries 


of the company. 


MR. JOLLIFFE: Yes, but this mants livelihood 
does not come out of thin air, and we still have not got 
to the bottom of the question as to why this man should 


play a most important,leading and active role in the 
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promotions and yet not be licensed, nor be an officer 
of any of the companies? 

They certainly do not do it for nothing, nor for 
their health. 

A No, one of those issues is currently selling to 
the public now. The thing goes back for years and years. 

PY THE CHATRMAN: 
Q. Would you say that situation is less 
intensive than it was, or can you tell? 

A I think it is less extensive. Take Teg Tantulum it 
is not an active issue. I do not believe that Petromine 
is. I understand it is making an offering, to its own 
shareholders, but “*hce* °'¢€s not require registration. 
That is an exemption under the Act. 

That leaves us with Indigo. I have no idea 
whether the gentlonen /living on credit or what he is 
living on right now. 

I know when I went down to Ottawa, I thought 
I would sneak up to my room without seeing any person 
from Toronto, and I heard a voice over my shoulder 
saying "Have you a room for me yet?", and it was this 
gentleman. I think Mr. Abbott is interested in him at 


the present time. 


BY MR. GRUMMUETT: 


Q. What did he mean? Was he talking to you? 
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A He was talking to the clerk of the hotel. 
Q I thought he was talking to you, 


A No, I was spared that. 


BY MR. JOLLIF?FE: 
Q. In your previous evidence, you told us 
about this peculiar system of the middlemen -- 
A The taxation companies, yes. 
Q Yes, and certain individuals who take the 
original option, and then give sub-options. 
A Yes. 
Q That is a practice which you have restrained 


to some extent? 


A Definitely. 

Q You reduced the mark-up? 

A Yes. 

Q Has that device been used to enable unlicensed 


people to make a great deal of money and retain control 
of promotions? That is, the device of the middlemen? 
One who does not sell to the public, but has a right 
to take down stock from the Treasury. 

A There is no question but what persons are 
driving around in Cadillacs from their wealth, which 
flows from this very source, because if you incor- 


porate a three million share company, and you get an 
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option on those shares, and then deal with a broker on 


a sub-option at ten cents -- which I have found as a 
matter of record is the amount -- it adds up to a lot 
of money. 

Q But when we discussed tris previously, we 


could not find these middlemen had any real functions. 


MR. JANES: No useful function. 


BY MR. JOLLIFFE: 

Q. Is it not possible that he was there, 
because he was the real moving spirit in the promotion, 
but he could not sell to the public, because he could 
not get a license from you, so he arranged the promotion, 
and then got his option, and gave a sub-option to a 
registered broker-dealer. 

A That goes down to my main objective. I think 

if you eliminate that worthless type of people, you 


have accomplished a great deal. 


BY THE CHATRMAN: 
Q. You have eliminated those people? 


A Yes. 


BY MR. JOLLIFFE: 
Q. All right. The profits are one thing, and 


as you said there were exorbitant profits made that 
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way back in 1945. I will refer to an example in a 
moment. But we have seen that more recently, since 
you eliminated most of the middlemen's profits, there 
are still optionees who give some options. I realize, 
under your present administration, they must be disclosed 
in the prospectuses. 

A Yes. 


And the margin is Limited? 


A Yes. 

Q I forget what it was? One-half a .cent? 

A It is one-half a cent a share. 

Q Yet we find it is still being done, and that 


raises the question, why? Why should it be worthwhile 
considering giving the transfer tax -- why would it 

be worthwhile to continue this practice, when on the 
surface of things, it no longer appears to be possible? 
Is it possible that the practice is there, because these 
middlemen, who would no doubt look after the optionees, 
market the stock to the public, because he cannot do 

sO, because he cannot get a license. 

A I do not know that many of the people who have 
lost their registrations are mixed up in these under- 
writing companies. I know some of them are. It does 
not show, but I am certain ‘they are there, in some 


way or other. 
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Q I noticed that, too, Mr. Lennox. I noticed that 
the middleman in some cases seemed to be highly anony- 
mous people, people you never heard of before. Have 
you noticed that? 


A I do not quite follow you. 
THE CHATRMAN: The middleman who appears? 


MR. JOLLIFTE: Some of the underwriters listed 


in the bulletins -- the middleman is more obscure. 


THE WITNESS: Yes. It may be a law student 


or an elevator man; in other words, they are nominees, 


BY MR. JOLLIFFE: 
Q. In other words, they are representing 
somebody else. 

A Yes. But that is more a problem for the 
income tax people than the Commission. We do not like 
it, but you cannot stop a person buying a block of 
stock. 

Q I think this is complicated enough already 
without introducing any other complicating factor. That 
is an interesting point, however. 

A The Stock Exchange will refuse to list, if they 
do not approve of the underwriter or the optionee. 


Q Even if he is a middleman? 
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A Yes. 

Q You have had considerable expe ience with "fronts"? 
You have caught some? 

A Yes. 

Q Do you think any of these middlemen are also 
"fronts" for operators who do not wish their names to 


be disclosed? 


A Yes, I think they are nominees. 

Q For thoroughly legitimate reasons? 

A Possibly so, yes. 

Q But you have no actual proof of any case of 
that sort? 

A No, we have no proof. 

Q And even if you had proof,. you could not act 


against the man who has not a license? 
A I do not say just what we could do, except we 


scrutinize every paragraph of a deal very carefully. 


BY MR. JANES: 

Q. Does he use his "front" to escape responsib- 
ility or disclosing that he probably is someone with 
plenty of money, who wishes to have no responsibility 
in the matter? 

A This suggestion might be all right. The 


income tax people might be more interested than the 
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Commission, 
Q But when -- 
A You asked me for reasons, am I am giving you 


one of the reasons. If you get an elevator man who is 
making $50. a week, and he makes a profit on his under- 
writing, and shows it in his income tax, it is not 
going to be half as drastic as far as the tax goes, 
than a man with an income of $25,000 or #35,000 a year 


not showing. 


MR. JANES: There again your bond would come 


in handy. He would have to put the bond up. 


BY MR. JOLLIFYFE: 

Q. Mr. Lennox, in a case like that, where the 
middleman is the nominee, would the company's prospectus 
disclose the name of the middleman who is the nominee, 
and the name of the sub-optionee, are you not being 
deceived? Is that failure to disclose who the real 
nominee is? 

A Some of them do disclose it. A lot of them do 
disclose it, that they are nominees, and they show 
that they have a beneficial interest in the option. 

Q Would you accept for filing, a company pros- 
pectus which showed a man you knew to be an elevator 


Operator, as a middleman? 
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A I just Sete ten elevator man", It is not that 
I believe there was a man who was an elevator man. 
iowever, I would not say I would accept it. 

Q Would you accept for filing, a prospectus which 
showed as an underwriter, a man you had grounds for 
believing or suspecting, was not the real underwriter, 
but was a nominee of the real underwriter? 

A No, not in a case like that. I accepted filings 
Where a person is a nominee and disclosed who he is the 
nominee for. If aman who is a real substantial person, 
for instance, takes a trip over to England on business, 
and wants his nominee to complete a transaction for 


him, we accept that. 


BY MR. JANES: 
Q. Why would he have to appoint a nominee? 
Why could he not complete the transaction himself? 
A The option was taken down over a period of ten 
years. 
MR. JOLLIFFE: Would not a power of attorney 


meet that case? 


THE CHAIRMAN: Dees it really make a great deal 
of difference, ,unless the middleman controls some broker- 
dealer who is selling stock to the public? Is that 


not the real point which is of chief concern to you? 
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It is a transaction with the public, and the deal that 
the public gets. Does it really matter who might be 
behind the company? If the prospectus is right and 
there is fair disclosure given to the public, and the 
broker-dealer who actually sells to the public, is 
independent of the interest behind the company? Does 


it make any difference? 


THE WITNESS: I do not think it makes very much 
difference. It is recognized, according to our laws, 
vhat a person can appoint a trustee or nominee in 
certain cases. If I was dealing with facts, if I knew 
or anything in my administration which needed to be 
done, it would be done. 

But I am asked the question if it could happen, 
and say possibly it could. I do not want to mis-lead 
the Committee. 

I mentioned an elevator man and I admit that 
Iwas probably careless, because it was something which 
occurred before I came to the Commission.-- possibly 


five years before that. 


BY THE CHATRMAN;: 
this 
Q. Ts mot the great danger you are up against? 
Tam sure it is, from your evidence on a former occasion -- 


is not the great danger that the sort of "front" -- 
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that is, the dangerous "front" -- is the broker-dealers! 
"front", the man who is not dealing with the public but 
might be so in control of some other person in the 
background with a bad record, and whose methods might 
not be in the best interests of the public -- where a 
broker-dealer is in the hands of somebody of that kind, 
there is danger? 

A Yes. 

Q But as long as the broker-dealer is an 
independent broker-dealer, does it make so much difference 
as to who puts up the initial money into the company's 
treasury and is actually promoting the company. 

A As far as the optionee goes, I do not think it 
makes a great deal of difference, so long as he is 


financially responsible, 


Q Does it maké any difference if he is financially 
responsible? 
A If the option lapses for twenty days, we can 


cancell it. 

Q And an option is something he does not have to 
take up anyway? It is not as if he were on an under- 
writing. 


A We like to see the facts. 
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Q If he is on an underwriting, then it is 
important? 
A Yes. 


BY MR. JOLLIFYE: 

Q. Is it possible that this device of the 
middleman is being used as a medium of exercising con- 
trol over the "front", namely the sub-optionee by the 
man behind the scenes. 

A It never occurred to me as a very serious problem. 
I did mention the other day that in cutting down the 
profits between the option and the sub-option, it was 
definitely a move in the right direction, But then 
they have started this device of the optionee, instead 
of granting a sub-option to a broker-dealer, employs 
a broker-dealer as an agent and then the profit is not 
so well defined. The picture is not all here. But lI 
am hoping even that device will fade out of the picture, 
because these people who have options do not wish to 
run the risk of being brought into that transaction. 
They would sooner sell outright to a broker-dealer, and 
let the broker-dealer be the principal in the trans- 
action. 


We went all through that the other day. 
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THE CHATRMAN: Shall we adjourn until 10.30 


to-morrow morning? 


MR. JOLLIFFE: Yes, I think that would be a 


good idea. 


---The witness temporarily retired. 
---Whereupon the further proceedings of this Committee 
adjourned until Wednesday, August 22nd, 1951, at 


2o.,00 o'clock A.M. 
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Se Le AE Mol NO? Din Y 


Toronto, Ontario, 
Wednesday, August 22nd, 1951, 
10,50 o'clock, A.M. 


The further proceedings of this Committee 
reconvened pursuant to adjournment. 
All parties present, 


Same appearances as heretofor noted. 


THE CHAIRMAN: Gentlemen, the meeting will 
please come to order. We will continue with Mr. 


Lennox, 


OSWALD ELMER LENNOX 


A witness previously heard and now recalled, 
who having been already sworn, continues his testimony 


as follows. 


MR. GRU MOTT: Perhaps, Mr. Chaimen, before 
we go ahead with the further questioning of Mr. Lennox, 
we might.decide about the dates of future sessions. 
Some of Nelapuya like to know just when we will meet 


again. 
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MR. JOLLIFFE; And also what we are going to 


do on Friday morning. 


THE CH:ITRMAN: I think if we met Friday, we 
should adjourn at the noon-hour, for the day. There 
is not much point in coming back at the tag end of an 


afternoon. 


MR. JOLLIFfE: No, I think there is a luncheon 
at 12,50 at the ixhibition grounds. If we decide to 


go on, On Friday, we might start earlier in the morning. 
MR. GRUMMETT: Start at 9 o'clock, 


THE CHAIRMAN: There are certain reasons why we 


should not start too early. 
MR. GRUMMEYTT: I have certain commitments -- 


THE CHAIRMAN: September will be a pretty busy 


month for a number of people, from what I can judge. 


MR. GRUGETT: I cannot attend a Session prior 


to September 14th or 15th. 
THE CHAIRMAN: What about the others? 
MR. HOUCK: I am available any time in September. 


MR. JOLLIFFE: So am I. Do not worry about me. 


September 17th may suit us all right. 
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BouUS Lennox 


THE CHAIRMAN: I have to go to Saskatoon during 


the week of the 10th. 


MR. JOLLIFFE: That will pretty well consume 


the week. 


THE CHATRiMAN: During the week of the 19th, I 
have some educational matters in Saskatoon. Then we 


will have &@ Fall Session. 


MR. JOLLIFFE: That pretty well eliminates all 


of September, except the week following Labor Day. 


THE CHAIRMAN: We had better see how we get on 
here, and see what the next business is with which we 
want to deal. What about next week? I do not know 
how we will get along with the securities problems, 


nor how far we may have dealt with them. 


MR. DOWNER: I think it is a good idea to go 


on next week, if we are otherwise engaged in September 
MR. VILLENEUVE: It is all right with me. 
MR. HOUCK: And with me.. 


THE CHAIRMAN: Let us consider that, and decide 
on whether we start on Monday or Tuesday. That might 
be helpful. 


Shall we now proceed with Mr. Lennox? 
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£6 04: Lennox 


MR. JOLLIFFE: Yes. 


BY MR. JOLLIFIE: 
Q. Mr. Lennox, when we adjourned last night, 
I was going to ask you some questions arising out of a 
case back in 1949. Please understand I am not trying 
to give the impression that this case is one which coulda 
easily occur today, because I realize there have been 
some changes since, which would make that unlikely, 
but in the D.L.Youpg¢ase, there were four very important 
points in your decision which gave rise to some importan’ 
questions. The hearing was on Jan.1l2th, 1949, and the 
decision is that of the full Commission, and on appeal 
from your order cancelling the registration of the 
appellant as a broker-dealer, this is said in your 
reasons 
"In a fairly formidable mass of evidence 
based in most part on documentary evidence, 
the following facts stand out as important 
factors, any one of which might warrmt 
cancellation: | 
"1, The adoption of an extremely high- 
pressure sales campaign. 
me, Making a public offering of securities 
before the issue can be qualified with 


the Commission. 
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"3. Delivery of an engineer's report which 


L 


had not been accepted for filing., With ste. 
utory information required to be delivered 
pursuant to the provisions of the 1947 Act 


"4, Sponsoring a system of options endsub- 
options, which is fatal to the successful 


financing of any mining venture." 


You will agree that all four of those grounds 
are extremely important? That is quite fundamental 
as far as the Act is concerned? 

A Yes, up to a point. I cannot recall the facts 
behind that question of option. 

Q Then I will refer to that because it is 
explained in your reasons and again I want to make it 
clear that, as I understand it, the changes you have 
made, make it no longer possible. 

Here is what happened on the fourth ground. 
"The fourth ground for complaint is on 4 som: 
different footing. Thoro is no way in which 
Commission can exorcise control over the mat.. 
sub-options." 
This was before the amendment to the Act? 
A Yes. 


Q Under which sub-options had to be disclosed? 


A Yes. 
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It. goes on; 

"creating as thcy ofton do, a spread in pricos 

which very well might spell ruin to the mining 

industry if ths practico prevails. In the course 

of this perticul:r finencing, Bay Street Securitics 

took a profit of two cents, Tom Brown, possi bly 

& nomines of some interest or intcrests, whosc 

identity is not disclosed, Sack & profit of 

fiftcen csnts without making any firm commitment. 

Young sclling to the public ot pitty conts took 

a spread of twenty-thres cents." 

And here is a summary of the rosults, which scon 
to bo very important; 

"Only ten cehts found its way into the trcasury 
out of every fifty conts invested by the public, 
seventecn conts finding its way into tho pockets 
of a porson or porsons who did nothing toward 


the development of the mine." 


That wes divided amonsst a number of diffcrent. 


people? 
A That is right. 
m*) Of whom some contributed nothing to the venture? 
A Thet is right. 


Q (Reading): “Although there is no direct sefeguard 
provided by the act against this type of transactic: 
it is definitely not in the public interest and it i 
accordingly a factor to be considered when the conduc” 
Ore broker de Under review". | 
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Q You say that under amendment to the Act and 
the present requirements of your Commission and the 
Broker-Dealers' Association, that could not happen now? 
A No, it could not happen now, 


Q Actually, is that not a case, Mr. Lennox, in 


which the cost to the public was 500 percent? 


A Correct. 
Q Fifty cents as compared with ten cents? 
A Yes. And that is before the broker-dealers 


came into control of the matter of price spread. 


Q I realize that. In any event, it is 500 percent? 
A Yes. 
Q Can you fix the date at which this 500 percent. 


"racket" became impossi ble? 

A Well, the Act was amended calling for disclosure 
of all sub-options in the 1950 Session. 

Q Yes, that is right. In the Statute Law, 
Amendment Act of 1950? 

A Yes. 

Q Put the disclosure itself would not prevent 
an arrangement such as this? 

A Immediately that came into force, we limited 
the spread to two cents and then realizing that two 
cents was often sufficiently profitable to attract 


‘some of these so-called "fringe operators", we reduced 
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it to one-half a cent. 


BY THE CHATRMAN: 
Q. The spread between what? 


A Between the option and the sub-option. 


BY MR. JOLLIFIE: 
Q. You say the point is apparently that in 


this case a most unconscionable profit was made by the 


middleman, -- the middleman in between. 
A No question about that, Mr. Jolliffe, 
Q When did this limitation of spread take effect? 


The Act was amended in the spring of 1950; when did the 


limitation of the spread become effective? 


A Immediately the Act became effective. 
Q That was about 15 months ago? 
A Yes, but we were guarding against the matter 


earlier than that, because it was again a factor in the 
cancellation of registration, of junior golds, and the 
broker-dealers put up this argument; they saad, NT > 
does not matter who: gets the profit, as long as the 
spread between the price to the public and the price 
paid to the ata ae was kept within reasonable 
limitations." 

I think the fallacy of that argument is this; 


as I said before, about 90 percent. of the brokers 
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do not take advantage of the ceiling price; they sell 
below the ceiling price, but these people are not going 
to sell below the ceiling price, if there is somebody 
in between them getting a large profit. 
Q The language you used referring to that 
fourth ground, interests me very much. 
A It interested me intensely, because I think 
it is one of the most constructive steps in adminis- 
tration which has occurred. 
Q Yes, I think that is one of the most important 
decisions you ever made, 
A I say that is measured in millions of dollars. 
Q I was going to read again the language used, 
in stating the fourth ground. It has already been 
said that any one of these four grounds might warrant 
cancellation. 
This is the fourth ground: 
"Sponsoring a system of options and sub-options, 
which is fatal to successful financing of any 


mining venture", 


Let me explain what I am getting at, Mr. Lennox, 
and then I would like your comment. 

Yesterday, we were tabking a great deal about 
protecting the public against being victimized. I 


would like to turn your attention to a little different 
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aspect of this thing, and that is the nature of this 
particular method of financing our natural resources. 
This is "public interest" in a broader sense, and this 
is what you are referring to when you speak of it as 
"being fatal to the successful financing of any mining 
venture." 

I would like you to turn your attantion to that 
aspect of it for a moment, because it seems to me 
extremely important. 

From time to time, you are asked to accept for 
filing, prospectuses which set out the nature of the 
agreement. This has nothing to do with the selling 
methods, of telephone calls, or mailings, or even the 
record of the broker-dealer; it is an entirely different 
problem. That is the agreement or underwriting option, 
and possibly sub-option as well, which it is hoped will 
provide the necessary financing for the development of 
the mine or the oil property or whatever it may be. 

A Yes, 

Q To deal with mines, with which we are most 
familiar in Ontario, would you say it is cons that 
most of these prospectuses filed with you in the case 
of mining companies provide for underwritings and 
options which, if exercised in full, would result in 


less than one million dollars reaching the treasury. 
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A No, I do not think most of them would, Mr. 
Jolliffe. 

Q You do not think so? 

A No. Remember you told me you were going to 


send a letter along that line. 

= And you also told me you Were going on your 
vacation, so I thought it would be rather a dirty trick. 

A That was unfortunate, because I instructed both 
the legal branch and the accounting branch to start 
working immediately on your letter. 

Q I did not want to give you the letter if you 


were going away. 


A That is very kind of you. 
Q The example I happened to get of a prospectus 
filed -- I do not need to name it -- this particular 


prospectus -- apparently was received by your Commission 
in June of this year and sca mare for options totalling 
1,250,000 shares. This is over and above the firm 
underwriting, that I think covered 250,000 shares at 
ten cents, but beyond the underwriting stage which would 
net the treasury only $325,000, we have optioned 1,250,000 
shares -- 

A May I interrupt? Despite the fact that we 
did not get a letter from you, one of the accountants 


compiled a lot of figures which he thought would 
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constitute the first stage of your letter. JI have this 
upstairs and will get it at the recess. | 

Q Perhaps we can have a talk about it. It may 
not be necessary to pursue the thing any further. 

A They took a three-months' period, prior to our 
new policy, that is, the policy dispensing with options 
under ten cents, subsequent to that, and shows the 
improvement, I think these figures will give you a 
fairly complete picture and mswer to your question, 
and also show considerable improvement since the 
adoption of the new policy. 

Q That is very helpful... At the moment, I am 
interested in this one million share question, and I 


will tell you why in a minute, 


In this particular case, -- and this is, I 
believe, a gold mine in prospect -- it happens to be 


in Quebec but is very close to the Ontario border -- 
in this particular case, the option covering 1,250,000 
shares at a price ranging from ten cents up to one dollar; 
if that option was fully exercised, the treasury would 
realize from this 1,250,000 shares, %450,000. In other 
words, there would be an average price of a little less 
then thirty cents a share but it would be $450,000. 

I appreciate there would still remain some 


shares in the treasury, but not too many, having regard 
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to the vendor's shares. 


BY THE CHAIRMAN: 
Q- How many would there be? A 3,000,000 


capital, I suppose? 


MR. JOLLIFFE: I can tell you exactly. No, 


in this particular case, the capital is ‘35,000,000. 
THE CHATRMAN:; Yes, but how many vendor's? 


MR. JOLLIFFE: 1,637,500 vendor's held in 


escrow -- issued and escrowed, 


THE JITNESS: That is an old issue, I believe. 


I mean it dated back to 1949, 


MR. JOLLIFFE:; Incoporated in 1944. This may 


not be too representative, 


THE CHATRMAN: And in addition to that, the 


option covered how many? 


MR. JOLLIFFVE: Just a moment, there is a 
further step in there, 

In addition to that, there have been 250,000 
shares sold for cash at ten cents, bringing ‘325,000 
to the treasury and 275,000 shares at five cents, $13,750. 
to the treasury. That was net to the treasury, because 


no commission was paid. 
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THE CHAIRMAN: That was done before the issue 
closed? 


THE ‘7ITNESS: Definitely. 


MR. JOLLIFFE: Yes, and in addition, 10,000 


shares valued at five cents, issued for services. 


THE CHAIRMAN: $500.? 


MR. JOLLIFFE: Yes. The total number of shares 
which had already been issued before the properties - 


those are vendor's shares -- 2,225,000, 


MR. GRUMMETT: That is included in this other, 


te. 1h not? 


MR. JOLLIF7E: The escrowed shares are part of 
those. That happened in 1944. I imagine, under the 


present scheme of things, that could not happen. 


THE “iITNESS: No, under the present scheme, 


the vendor's allowance would be only eighteen percent. 


BY MR. JOLLIFFE: 
Q. Yes, that goes back to 1944. It is more 
than one-third of five million. 
A Under the present policy, there cannot be that 


number of shares going out under ten cents. 





bf3a 
























a : ; : toe : rn L 1 ; mal 7 . 
—_ w es Ges : . f : 7 : e re F | ; : 
at ‘oikat nat eco'rod Baod eA tanh) “HAMS ORE 7 


hav 2! 
7G io 


: _ 
: 3 ye ek fae, -Bbeeeee 
: ae ‘ ee 7 Sees he Set : 7 

Pan. ga eceyinited » 7eaneree Ont. “age 


© i A 
yi ,noLt ibis wf ibaa. ter ena" v= Hee | ey. 











4 ‘ i 
spooteton ot aw a oe BYR . ita tet. e imede 
i. : a at Ne it ce Re 
, “Wh ak Sans aS a 4 ; 
3 7 Fes ee f 7 
aa cee Pp ameereny cae tice caer 
St OCS THAT? BT | 
Ps 5 i fo + ks nee ; j = -_ 
. if at 
wey op hinge Letod atl Ree Os RETA saint : 
3 . ~ ‘ ca 
kn th Db bre Str t) gal out a aro tens yiaie ea) nog, ; s gels, baa’ “dohde | 
i Gee Ce ae OG Fry ee geen 
ey eee en aye aS rane. i . ay a a 
my . | oe ates a sae ae ye Sea 
conte gidt ch beiutonh ee tae one EE anes ant : 
ry = . ; : ia 7 ' 
Sree Ys. 8h. 
Sa Bee 2 ae 
Sa es <i - 3 
208 : ‘ : ; ‘ are 
; a a 
io 8 geass bewéxons SAT SRL ien. “rt 


ami 1 whbh@l ak Poaere sit teste -eeetld 


a) Tes ac co aa i a | x | | 
regasd ton bivep Fen, «8H eae wieder: Soeom: 


By 


: vagrant Roan ; pe 
imo ord ocd (eebab: 5 PY, Bees A Mee ye 


ee hs 
t ALG Ve et! 
é 


weoTes M06 ite t ba Vine os, SInov. aie nab, 


Fad 
Med gies ie CM ST ek 


eso of $% “Bae 06 Bond 9859, suas 


ie 775 f 

snag 
Rese ah a 
: 


| ast et Pomusy onedit sot 





2615 Lennox 


BY THE CHATRMAN: 

Q. What I would like to get at is this; The 
number of shares which were issued as vandor's shares 
end in other ways, which have already been mentioned, 
and the number of shares optioned, but what is the 


balance in treasury shares? 


MR. JOLLIFFE: You have the number sold for 


cash, have you not? 
THE CHATRMAN: 250,000, 275,000 and 10,000. 
MR. GRUMMETT: Cash and services. 
MR. JOLLIFFZ: And 2,225,000 for properties, 


THE CHAIRMAN: Yes, and the 1,637,500 would 


be part of that? 


MR. JOLLIPVFE: That would be part of the 


vendor's shares,.yes. 


THE CHAIRWAN: So there would be a total of 
2,785,000 shares which have been issued and there is 


an option -- 


MR. JOLLIFFE: The option agreement covers 


1,250,000 shares, 


THE CHAIRMAN: That is 4,035,000 shares; that 


leaves almost 1,000,000 shares in the treasury. 
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MR. JOLLIFFE: Yes, it leaves almost 1,000,000 
shares in the Treasury. 

Now, the optioned shares in this particular case 
if fully exercised, would net the company less than one- 
half a million dollars -- 3450,000, and there would 
still remain, as the Chairman has pointed out, nearly 


one million shares in the treasury. 


THE CHATRMAN: And that would be worth whatever 
the market happened to be in the future, which would be, 


I suppose, anybody's guess. 


MR. JOLLITYE: We will come to that in a moment. 
What I am thinking of now is what the treasury would get 


and the result. 


BY MR. JOLLIFFE: 

o. cle 1% not ea fact, Mr. Lennox, that you have 
accepted for filing, a good many issues in which the 
options are fully exercised, which would not net the 
treasury one million dollars or anywhere near it? 

A There are some. I do not think there are a 
great many, Mr. Jolliffe. These things have to be read 
in conjunction with the engineer's report, where the 
engineer's report wari show that a certain amount of 
money would either prove or disprove the property. 
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development of our natural resources, if people would 
test out the property, and when they see it is worth- 
less, be perfectly frank and candid to the existing 
shareholders, and say, "It is of no use, and we will 
arop 1%" 

Q Let us not be confused about this. I am not 
suggesting for a moment that the option should be fully 
exercised if the result of diamond drilling and other 
work indicates it is hopeless. I am not suggesting 
that. 

I think the proper thing would be then to 
abandon the option, and abandon any further efforts. 
But in the event that the work is encouraging, in the 
event that you have a mine; then the scheme which has 
been worked out by the promoter, or the optionee or 

} that 
someone who filed with your Commission~-will /be 
sufficient to bring it into production, cr vill at 
become necessary to re-channel the whole thing, re- 
capitalize and give the original investors only a 
small part of the winnings. 

A I certainly cannot defend a position that 
the financing in a great many cases, is not adequate. 
But there are a great many factors to be considered. 

The obvious factor now is the price of gold, 


in relation to bringing a mine to the stage of 





-jivow.e* af oba V6t patw Bae gyorederd end) tao ae 


7 7 Le = t i 
oe 1 Ven ears 
a ik : .. ae i ~~ | ' ; , 
‘ eripice edt od bebide pie! Mek itie tetra ed paeen 
a] Belew “ a s 2 we ~ v : : 


AP bP 














: ‘ - 7 a 
: : | (ED | 
: F - aes 16. ; ; PF 
+ fm] ie eT z ; 
1a, psevraoe oc Fon Sv gee p 
> ae A ma #4 
~ i. - 
, é - 
pi ‘ Steet) Soon Spo anttaesse®, 
e y if 
as 
: { Fed neat mee act 
] yome ty £6 °c 47h © 10 L GOR TSA 
_ . ag ne 
: ‘a ae on a P : i 
E 4 a e 
f Lenedteuroit f E sadeolbath Arey. 
+ ) 4 
F Bree ints pet. 
F z Dae eae 
: o : in : - 
: se BGS 
" ; uy lat 4 id a 
o gi") . Gone rel de es es o 
} aes a ia ye i 7 
+ hal ul j (ow , hs ‘ if 4 aw a , ny nu me vi é erty rh ; ii 7 
¥ AN i 4 ’ (ore , ; ? 
Mak as iy ; a 
PY ES ' ; Aye 
ef y i‘ £ " ba ayy eat ty neh) Bon 
| et) =o ae es - 
oe Res 
7 e a ed) gyLT + £ fi ees nov 4 ath r fe oe 1) 
?. Lo eh 
: a a 
oe. + iy é 
¢ : Ptha ot 4 ee +s vw Mile 
i 
? 7 
ie oF a f 
bs he 4 é Tt SP SD, ie Le ONS 
, jet Be 
y j ip: ye \ 
ELLG iat res? GOW - fie le Ba oJ ei hE eto out 
1 Ake OES eS 4 
4 
Yr i 
gry Pp: bow Stet. cE Wied - 
=f , 
? ' 
‘ cate nth oy 
rite Lencsine en, SF ease 
i a) oeFen 
. : F 
1s ; a te es ereey Hast 
f , 3 Lite a8 a 4 pay ie i 
fue erot¢esvank Jdagbpive rds eerie oie oe 
ts oy Shh: if or 
: sive 
pepieor it ae dy * an ve 
Pe mes ne aaa win Bika DY PS ¥ ‘ad | of 
; at : A Sie: 
a: fp Ne eet ie oer ta 
J. IS8 7 MCW £RO4 oe Piatee Vs) Bares 
; Aas 3 eee aire : 


 otapene Pant tbo, eens 


ae é b aoe e vit 


. wa ened? EU 





(poing amd si ae wa : 


2618 Lennox 


development. 


Another remarkable case is that even in recent 
years, the price of lead has gone from five cents to 


seventeen and one-half cents. 


MR. JOLLIFFE: And, of course, the costs have 
gone up, too. 

THE CHATRMAN: And there is this factor, that 
once a mine is proven there is never any difficulty in 
financing. 

MR. JOLLIFFE: Yes, but the question is whether 


the financing can be done through the original agree- 


ment or by decapitalization. 


THE CHATRMAN: Does that not depend on a good 


many unpredictable factors? 


MR. JOLLIFSH: If a reasonable scheme at best 
will net the treasury one-half million dollars or 
three-quarters of a million dollars, what chance is 
there of bringing that mine into production, assuming 
there is a mine ~-- is such a thing possible? I suggest 


to you, it is not. 


THE WITNESS: I believe that everyone in the 
mining and securities business appreciates that situation. 


done 
LA Jehink | have 72 great deal in three years to remedy that, 
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doing away with the nickel stock, as they call it, and 


getting larger firm commitments. 


BY MR. JOLLIF&LE: 
Q. I realize that considerable progress has 
been made. 

A But the problem as outlined is definitely there, 
but I think if you take it in progressive stages, the 
whole system will improve, but it is something which 
cannot be accomplished over-night, because the Commission 
cannot make contracts for the public. They have certain 
safeguards, and the question of unconscionable considera- 
tions, and we should see that the money to be raised 
will accomplish the objectives mentioned in the 
statutory material, but if an engineer says he recommends 
the expenditure of one hundred thousénd dollars on this 
property, and it will show one thing or another -- 

Q But he is recommending that for the purpose 
of enquiring to find out whether there is justification 
for going ahead and ultimately getting a mine in pro- 
duction, The engineer does not suggest you can bring 
the mine into production for one hundred thousand dollars. 

A But it is proved there is no difficulty,as 
the Chairman suggested, in raising senior financing. 


T can mention a British Columbia mine financed 
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in Toronto, and they proved they have the ore bite ve i 
and they raisod 100,000 by a debenture issue, with 
the greatest of ease. In the case of a mine only 
qualified in the last six months, they found there was 
ore, and they raised in debentures 300,000 -- I am 
speaking from memory -- 

Q 300,000 what? 

A $300,000 from debentures. So if the value is 


there, senior financing is easy. 


BY THE CHATRMAN: 

Q. Once the value is established, then the 
question of selling stock in an unproved property is 
a thing of the past. 

The big difficulty arises, as I see it from 
what the Commissioner said, at the initial stages, 
where you have speculative properties, which may or 
may not return anything, where the selling cost of 
the stock is high, and where the possible gains are 


very, very great for the shareholders. 
WH. JOLLIFSH: -That is quite so -- 


THE CHAIRMAN: But once it is proven, then so 
many factors come into the methods which might be 
employed at that stage in raising further money, that 


some difficulties may arise. 
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I have had = great deal of experience in mining 
promotions at one time in my life as a lawyer, and I 
remember one very significant case, where we had a 
little company which had only one claim, up in Mr. 
Grummett's area, where things seem to turn out very 


well sometimes -- 


MR. GRUMMETT: Oh, we do have a few failures 


up there. 


THE CHAIRMAN: They sold stock as best they 
could with great difficulty, and no doubt the costs 
were fairly high and they did not make much out of it 
because they got to a point where it looked as if there 
was nothing. 

They re-organized the company three times before 
they proved anything, and it looked as if it was a 
stock promotion proposition and then suddenly they 
struck something, and of course, somebody bought it 
out, and everybody was pretty well out of it. It is 


now a good paying, producing mine. 


MR. GRUMMETT: That was not the old Three 
Nations? 
A No, it was the Aunor., That illustrates 
what happens in the early stages of those promotions 


MR. JOLLIFFE:. I realize that, but let us 
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see how that squares with this type of venture. The 
theory is, the original investor pays a certain amount 
of money for stock, which does not give him very much. 
He is supposed to know it is speculative, that it is 

a terrific gamble, and there is probably one chance 

in a thousand that it will amount to anything. He 

is supposed to know that, even if the salesman does 
not tell him. 

If it turns out to be a mine -- if, by some 
happy chance, it turns out to be another LakeShore, 
and he hangs on to his thousand shares or so, he will 
ultimately have a very valuable investment. 

If the scheme is such that the mine, even if 
it is another LakeShore, cannot be brought into pro- 
duction without a very great deal of financing, then 
he is not getting the gambler's chance he is supposed 


to get. 


THE CHAIRMAN; What will you do to improve 


that position? 


THE ITNHESS: The senior financing is effected 
with a convertible feature. A vast amount of in- 
Western I : 
dependent oil developments is carried out on that 


basis today, and is so important that one of the 


financial papers ran a feature article on the trend 
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of obtaining senior financing through debentures with 
a convertible feature. 
I do not think that even a five percent. 
debenture is a very attractive proposition in a mine 
or oil development, unless it has a convertible feature. 
But you are questioning me on a thing which I 


appreciate, we are looking for. 


BY MR. JOLLIFFE: 
Q. Apparently you have been getting some. 

A Seeing I am my own witness, I will say that I 
take a greet deal of satisfaction in what I have done. 
It is a step in the right direction. But these things 
cmnot be accomplished over-night. It is not exactly 
what the Commission does when things are put on 4 
competitive basis, but from it comes this matter of 
educating the Weitie who are engaged in the promotion 
of the se primary propcézitions. 


The figures I referred to earlier will show 


that to me it is progressive. 


BY MR. JOLLIFFE: 
Q.. Now let me put it this way; I appreciate 
you have been trying to improve the situation -- 
A I would go farther and say I have improved it. 


Q All right, you have improved it. Stock is no 












ty neyuinvedes mavowad aivonen! 














) yy ii wives teot aa@tiau Cn OD £ 
i SE oly) es tage : 
f taogoyva ayitesseda Yrev G Ss sid ced sb 
t ‘ts 48 #60 £1) aestin (Siete laveh 125° 
ts « PAu! Az 
} : i ; ‘OS; TFHaGSUO GLK av e ah 2 
. » At tis 25) ¥ feineraqe 
Tt : ,areisord 
‘PETE IOY: Sat We : 
7 
. re : 
: x weet) £4 ‘ 
: . : 
i « ia i aay A & 
4 i on . 
3 ; ¥ i iy 3 . 7 
adi A oasioh Rwy Sane 7 
i+ nottoeatettes To Taek seta ox 
citioeri® Sadat si 
‘ oe iy aa mre fe “st nie ae 
imgoro pedaliqimedss ed sen 
é a den eee Md 
Pie Gere icie uae ae 
iatdd ae oof oe fe tem OA: FE 
poems ae TeAl a Ve eee = : au 
> +? rott tit eo thad f Sy EFTS oe 
ee ‘ : a? ' 
“ fay * La ¥: ee ue ne Lary F 
i : 8 w eiqobg ait fant souk 
* 
ee teas eer eam e, 
enolétsryors Yrawitg seat 
7 ons wae aa e 
f tosyeted I eeicnit sel! © 
ae 25 os Pa $3 So ie ® Re 
e wyiseeres s0m% ehabos a 
hte 
4 aes 
oxey pnide” a ye 
tall 
. 7 1 Ue - le A ; e a . 8. 
. «, ps ES 
45) 14a £ ivew ala’ 32 aug cece 
wy inane A > = ee crore Cae 
=» Adlees7 pe) eee 





2624 Lennox 


longer being taken down by optionees, at five cents 


and sold at forty cents. You have stopped that sort 


of thing? 
A Y6és, 
Q You appreciate the price level has risen in 


the past five years? 

A What do you mean by “the price level"? 
You mean the spread? 

Q No, we are living in inflationary tines. 
Twenty cent stock. today is not the equivalent of twenty 
cent stock ten years ago? 

A No. 

Q If you got a prospectus for filing with 
an engineer's report which indicated that $200,000 
was necessary to carry out the pr liminary work to 
#73 ut ?f there is anything worth going ahead with -- 
this, again, is a hypothetical case -- and if the 
option agreement would net the treasury at best, only 
$150,000 -- not even the $200,000 -- you would not 
regard that as a good set-up? 

A No, and if I fouhd the registrar missed that, 

I would call him to task. 

Q You do not think it would be accepted for 

filing? 


A No, because it is in the Act that it is the 
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duty of the Commission to see that the money to be 
raised will meet the objective. That is putting it 
roughly. 

We are guided in determining what the price 
is, by the engineer's report. 

Q When a scheme is presented to the public, 
the objective presented is a mine, and where the 
scheme at best will not realize sufficient to bring in 
the money, is not the thing doomed to failure? 

A I am not inclined to agree with the propcsition 
putting 
/it to the public is exactly to bring in the money. [ 
think the original idea is exploring the prospects to 
see if there is any possibility of making money. 

Q Like everybody else on this Committee, I have 
received literature and the original object was that 
there would be a mine which would be soon opened so 
there was a mine there. 

A To go back to the ground that I have already 
covered,/an honest promotion, if they do the preliminary 
work, and age the results they anticipated, they 
arop 1%. 

One of the worst features of this whole thing, 
is when they find they have not got anything, but they 
keep on going. It is unfortunate they can get an 


engineer to sign a report there is something worthwhile 
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when there is not. 

All of these things have to be shaded by the 
fact that people do not know what is under the ground. 
Q I want to call your attention to two passages 
from Mr. Arnold's book on "Free Gold". He has this to 
say at page 322, about Kirkland Lake. These figures 

are interesting but not necessarily valid for today, 
because the book was written in 1946, and relates to 
amine brought into production before 1946. He says: 
"Kirkland Lake is young as camps go and so 
complete costs statistics are available. 
These are revealing. 
"Tor the seven producing mines, 54,118,426 
was expended in preparatory work, before a 
Single ounce of gold vas shipped. 
"add to that$2,287,600.for plant and 
construction, and several million dollars 
more for the purchase of claims and we 
arrive at a total of (310,000,000 or more than 
$10,000,000 for each mine. 
"Nor does the computation account for 
$6,000,000 spent for a score of non-+roducers 
in’ the vicinity. 4nd Kirkland, be 1% 
remembered, was only six miles from the rail- 


road when discovered so that transportation 
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was not the major problem of expense it is 
in remoter camps. 

"Thet close to 3500,000,000 has been produced 
of which almost one-half has gone into divi- 
dends is an extraordinary record, but at the 
outset, Kirkland presented the usual risks 
and uncertainties of mining. 

"Large profits mean large risks -- the outlay. 
Canadian mining is played with big stakes; it 


is no penny ante game." 


Even if you excluded the vendor's shares, then 
two and one-quarter million for plant and construction, 
and four million, makes a total of about .36,400,000 
for ten mines in the Kirkland Lake camp, and these 
were brought into production some years sack. I think 
they were all brought into production before World ‘Yar 
2 

MR. GRUMMETT: Yes, except the Chesterville one. 
THE CHATHMAN: It depends on what is included 


in the Kirkland Lake camp. 


MR. JOLLIFFE: He is not including Larder Lake. 


Some of them were there a good many years back. 


THE CHAIRMAN: Yes, for instance, Teck Hughes, 
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Kirkland Lake, Wright-Hargreaves, Macassa -- I do not 
know when they came into production. 


the 
MR. GRUMMETT: In the early part se ee 


THE CHATRMAN: And Sylvanite. Most of the 


major mines came into production some years back. 


MR. JOLLIFFE: There you have a cash outlay of 


about $6,000,000 to bring ten mines into production. 


THE CHAIRMAN: That would be 650,000 per 
mine. 
MR. JOLLIFFE: Yes. Those were in days when 


costs were much lower than they are today. 


THE CHATRMAN: That is a low average, to bring 
them into production. That was sufficient to cover 


everything, was it? 


MR. JOLLIFTE: That apparently covered everything. 


preparatory work and plant, constructions, and so on, 


BY MR. JOLLIFFE: 
Q. These figures, you would agree, Mr. Lennox, 
would have to be larger today? 


A Oh yes, certainly. 
MR. VILLENEUVE: Almost tripled. 


THE WITNESS: This is a gold-mining province, 
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and told-mining is almost a dead issue for prospectors 


which have such a narrow margin. 


BY MR. JOLLIVYS: 
Q. But I am thinking of the cost of bringing 
them into production, 


A Yes. 


TH: CHATHMAN: There would be the cost of 


machinery and the cost of labor, and so forth. 
MR. DOJNER: It would be at least tripled. 


BY MR. JOLLIFIE: 

Q. The other matter to which I want to draw 
your attention is found at page 334 of this same book, 
and it is quoting the authority of Mr.Thayer Lindsley, 
who probably knows more about this matter than. anybody 


else. This says: 


"Thayer Lindsley is a peer in mining finances 

and has classified fund raising as follows: 

"lL. Prospecting, staking of claims, and 
optioning claim,.groups (usually under- 
taken by individuals and AUR ee 
companies). 

"2. Development progran for the purpose of 


indicating and outlining ore reserve 
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(undertaken either by large mining groups or 
by promoters). 
"3. Mine preparation, plant, equipment, and 
so forth, to place the property into production. 
(Financed by investment houses or large mining 
groups or companies). 
"The requirement for each stage is: 
"1, $25,000, to 150,000, essentially speculative. 
"2. 000,000 to »1,500,000. This stage is still 
quite speculative, but large capital gains 
are possible if careful selections are made." 
He fixes the requirement for this stage at from 
o00,000 to $1,500,000. 
A Yes. 


Q Then it goes on: 


"3. $1,000,000 to $5,000,000. nce a mining 
property has assured ore reserves, it will 
appeal to investors, Five to six percent. 
convertible debentures are recommended as 
a convenient and attrative vehicle at this 


Stage". 


That is Mr. Lindzley'ts opinion. What do you 
say as to that, Mr. Lennox? 


A I do not know that I am qualified along those 
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lines. We have issues present for filing by men just 
as eminent in the mining field as Mr. Lindsley, and 

their intention was to give the public a run for its 
money and I do not think that the original financing 


would, in every case, meet that figure. 
MR. JOLLIMvE: I would not think so, 


a 
THE CHAIRMAN: Of course, there is great deal of 
latitude in what he says. In some cases, it is more 


than others. He recognizes that. 


MR. JOLLIFFE: Take the minimum figure of 
stage 1, $25,000, for stage 2, $500,000 and for stage 


3, $1,000,000. 


BY MR. JOLLIFFE: 

Q. Now, if there is any substance in that 
analysis at all, it would appear to be that the kind 
of promotion in respect to which issues are now made 
and accepted for filing by your Commission, can cover 
only stages 1 and 2, at best. 

A I think the figures will show differently, those 

which I can bring down here. 

There is another feature. I am not qualified 
to dispute the figures of Mr. Lindsley or any other 


practical man. The Commission can only be guided by 
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the engineer's hapoet as filed for our benefit, and 
for the benefit of the public. 
There is another feature also. Although all 

the costs of bringing a mine into production have 
increased over a period of years,by the same token, 
the instruments they are using and inventing to discover 
Ore, or refine the ore are improving imiensely. 

Q The technigue is better? 

A Yes. This is only hearsay, but I hear that 
even in recent months the question of extracting uranium 
has seen marvellous developments. 

Let us consider uranium, which is a comparatively 
recent thing. The Dominion Government set a price on 
uranium, It is comparable with gold, It is marketed 
on the same basis. What happened? After years of 
experience, they “up" that price very, very substantially. 
In the meantime, some prospects operating on the 


Old prices, were branded as frauds by other jurisdictions. 


BY THE CHATHMAN: 
Q. For what reason? On what ground? 

A Apparently because it was not a success. It 
is recognized that it could not be a success with a 
fixed price of uraniun. 

BY MR. JOLLIFFE: 


Q.- You mean they were branded as fraudsby the 
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Americans? 
A I said “other jurisdictions". 
Q The Americans have @ point which I do not think 


has yet been made. Their point is they want the 

prospective investor told the whole truth. i 
At the present time, is the prospective investor 

told that if this issue is a success, there will be 

enough money to cover the preliminary work, and no 

more? 

A Well, the prospective investor is given the 
statutory information, the prospectus, and the engineer's 
report, and that is required to be delivered to him. 

Q I suggest to you that the statutory requirements 
do not make it necessary to disclose that if all this 
money i raised, it will only be sufficient to cover 


stages 1 and 2. 


THE CHATRMAN: Surely the engineerts report 
gives that information, if the prospective purchaser 


cares to read it. 


BY THE CHAIRMAN: 

Q. Does the information required under the 
Securities and Exchange Act in Washington give any 
more to a prospective investor than the information 


which is given under our Act, in the sense which Mr. 
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Jolliffe has in mind. 

A The information in the American material -- 
I put in comparative cemples for the Committee to judge 
for themselves -- in my opinion -- and it is only an 
opinion -- ours is far more practical, and of far greater 
value to the prospective investor than the American 
documents which you heard in Mr. McEntire'ts letter 
yesterday, where he speaks about "full disclosure", 
and he says "Ve have nothing to do about the price", 

Q They do not go nearly as far as you, in 
attempting to scrutinize some of the price spreads and 
some of the other matters you have mentioned? 


A No, they do not control the vendor's interest. 


BY MR. JOLLIFYSE: 
Q. I do not think they have the power to 
deal with unconscionable consideration, 

A No, they have not, and I do not care how 
good a proposition is. I mentioned this before, that 
I had a concrete example of it, when I turned down an 
issue, where the vendor was soing to ta&e a two-thirds 
interest, and give the public one-third, and call upon 
the public to put up one and one-half million dollars 
to get oie minis | 


I say I do not care how good a proposition 
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it is in many ways, it is no good to the public. 


BY MR. JOLLIFFS: 

Q. You would term that an unconscionable 
consideration? 

A Yes, under Section 44. 

While we are on that, Mr. McEntire mentioned 
yesterday or gave the impression in his letter, that 
you get your qualifications through the Federal 

going 

authorities, and } through the various states, is 
just a matter of routine. I can name you a case of 
uranium which was not qualified in this province but 
was in Washington, where the vencor'ts consideration 
was unconscionable beyond a degree. The next step was 
in New York State, and the thing got kicked all over 
the map in New York State, to the extent that they even 
sent an investigator up from New York State to Toronto 
to investigate the proposition before they would 
qualify it in New York State. 

Q Perh’ ps that consideration aroused thcir 
Ssuspj ci-rs. 

A But it still points to the fact that the 
stamp of approval of the Federal authorities in the 
United States does not open the door to the various 


states. 
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MR. JOLLIFFE: I am not suggesting for a moment 
that the S&C or anybody else on the other side has 
put their argument on unconscionable consideration 


grounds, 


THE "“"ITNESS: No, 

BY MR. JOLLIFFE: 

Q.- As I understend their argument, it relatcs 
to other matters, but I think it is of importance with 
us. For one thing, the term “unconscionable consideration" 
is read into our Act. 

I was going to ask you on how many occasions 
you have relied on Section 44(b) to reject a prospectus 
for filing. 

A From one source, I turned down two in tho area 
but it does not generally result in rejecting them. 
It generally results in adjustments downward. But I 
would say a very substantial number. That was taken 
up in discussing this matter of unconscioneble con- 
sideration, because they always wont to get the limit 
or over the limit -- Sahmaet cases they do -- and they 


have a lot of arguments they want to advance. 
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Q And it is almost conclusive that if you 
were not there, there would be a lot of them? 

A I have a staff there, I just put the final 
touch on them. 

Q If the Commission were not there, there 
would be many cases of unconscionable consideration, 
I take it? 

A You only have to go back twenty-two years 
to get the facts on that. 


Q Yell, of course, what I have been asking 


> 
you about is not really related to unsonscionable 
consideration; it relates to the question of whether 
that type of financing of a normal scheme in Toronto 
and eventually accepted for filing -- probably 

after amenduent -- will actually give the original 
investors a fair run for their money? 

A I think we can finalize it in this way; that 
there is a great deal of room for improvement. lie 
are working toward that improvement, and are making 
adjustments all the time. 

Since we are discussing it, I can remember 
a case where a nerson wanted to option one million 


shares at ten cents, or eleven cents, or something 


like that -- and the Commission would not allow it. 
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There are a lot of cases like that, 

I think I might briefly refer to what the 
Toronto Stock Exchange has adopted as its policy to 
try and control and correct this situation. This 
will have a bearing on our administration, too. 

They willnot permit an option agreement to 
covef more than one million shares at a tiie, and 
that the successive increases shall not be under five 
cents, and when they limited the option agreement, or 
the under-writing agreement to one million shares, 
they hold back a sufficient number of shares for future 


financing, if the property shows sufficient merit. 
BY THE CHAIR?PAN: 


Q@ Is that not pretty well the key to the 
whole situation? As long as you have sufficient 
un-issued shares remaining in the Treasury, which are 
not tied up under option, when the mine is proven, 


you have something to work on. 


JR. JOLLIFFE: I think that is/vital point, 
whether there is anything left in the Treasury, because 
if there were Treasury shares still un-issued, and 
the mine was a very hopeful one, then obviously the 


company could proceed to sell the shares themselves. 
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THE CHAIRMAN: Without any difficulty; 


probably through the stock uxchange. 


MR. JOLLIFFE: Yes, and probably at a much 


higher price. 


THE \ITNESS: I think this is very important. 


I think it is half the battle -- 
THE CHAIRMAN: Then it ceases to be "promotion", 


THE WITNESS: There is a policy on the Stock 
Exchange. We are trying to educate the people who 
file with us along the lines, because we say, "If 
you are not successful, you come to the point where 
you wish to list on the Stock Exchange, and you will 
be confronted with difficulties, unless you adopt 


this policy at the outset." 
BY MR. JOLLIFFE: 


Qe Theat is an interesting point, and I am gied you 
raised it. Are you accepting for filing amy issues which 
have disqualified themselves in advance for listing---so 
to speak?. 

A. No, they come to us first and they list afterwards. 

Q. Yes, I know, but I would hope thet you would 


not accept for filing any schcme which would make the 
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company's shares ineligible subsequently for listing on 
the Stock Exchange. 

The reason J] say that is that the investors 
have a right to expect that if the enterprise is hopeful, 


it will be listed eventually. 
BY THE CHATHAMAN;: 


Q I suppose an example of what you have in mind 
is the rule on the Stock Exchange which limits options 
to 1,000,000 shares? If the Commission ellows an opti om 
of more than 1,000,000 shares, quite pliinly that stock 
connot be listed, as long as thoseoptions are outstanding? 

On the other hand, in order to become listed, 

the optionee can ilediie drop his option? 

A I thiik it is possible that this whole matter 
has been cenvassed by the Stock Exchange. I think the 
next step in order to understand the policy, is to ge‘ 


the B. D. A. together, 


THE CHATRUAN: Of coursc, it is in the interests 


of the optionees to have the stock listed. 
BY IR. JOLLIF FE: 


Q There are qualified shares at the moment which 
cannot be listed, without amendmants? 


A Oh yes, because this policy of the Exchange 
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is comparatively new. 

Q Then in those cases which ante~dated that ruling, 
there is no chance of listing, because there are options? 
A Te t is right. They will only permit am option 

on 1,000,000 shares, that no more than 200,000 shares 
can be optioned at one price; that the increase between 
-the options will be at least five cents, and all these 
things are constructive, and I think in time will be 
universally adopted, 

Q Those are the things the Broker-Dealers do not 
tell their prospective purchasers, tmt is, that under a 
recent ruling of the Stock Exchange this stock cmnot 
be listed unless there is a changedn the situation? 
Those are the things he kesps quist? 

A The Broker-Dealer does not know-about it, because 
I hope I have an opportunity of getting together with 
the Broker-Deelers, 

Q Surely they know the requigemants of the Toronto 
stock Exchenge? 

A Not necessarily. 

Q It seems to me they should. It seems to me if 
a Broker-Dealer does not know the requirements of the 
Stock Exchange, he is not competent to be a Breker- 


Dealer. 


MR. GRUMMETT: He is not fair with the public. 





Jia 
' 
* 
’ 
TRS, 
cand 


(vom Vevitarsgmos ad 

gest fart fodé Setofe-otre doltw was esas? af oot ‘SY 

| eados Tyo oS oradt seus 9ed- anbtertt to poaaito os ef avedd 

: goftco om tlarsq ¥iae Etiv coat «THALT et t Az a, 

aeiade 000,008 Gant oton Ga tei? eaewaria’000, 000, £ TQ 

ite owt od ssperont ade teai2 janit« sac ts benokrge ad 50. 
geodt Ifs bas “Stns OWE Janet dn a0 Lite siattqo edit- 

& IL EW emas | | : ; 


LP 


+ ak snddt To bos , evivoutteno 





















ors Baalie 


aldose tilkereving = 
TOM OP BTSie Snr int QHZ eh GaOhs 
£ sehr doz as. 


ror 
i 


‘ 

* 
alge eo * cS ee SEM i a amece Hi oes e fy 
atoeciogud ovitseqbora’ ti ait Lied | 7 
mo Moofs-eid’ op aanos 


R foots edt “ho giiive neo et 
ey ed + b és 5 om aes 


ogtino o et evadd weet Betett ed 5 
ak ‘tehis 2aqewh sd ey 


niit ett. sxe seodT 


' 
62 ‘wt A gel ‘ ee 
ech yokhasG<rexord git A 
oTiw wre a0 a ee aie rs . 


_ 


Yo ¥Ytiautaooge ne awhes Teded ZT 
; , 


. “-eretsets tanith ott)” 
“aft to BY eoaseinpoet ale wond yatt ylorve 3 


Sp pepe sexe Woods 


= 


rNGos wT 


4ykteseseoen toK A 
t am oF ep how 


,biyods yodd ba ot ames FT | 
edt 


a 


Lo ataeme Cupet sav woot tes Redd: toicet-TeIw 


3 of of tacleqaws ton ead jaginotiond Moose 











Sa 


 / 
i] 


oh iduy ott” BOEe ‘xgiet tom at 


2642 Lennox 


THe CHATHRMAN: ‘Well, I do not know that that 


is SO, 
BY MR. JOLLIIF!: 


Q He may be perfectly honest, but I do not think 
he knows the business enough to be in it? 


f 


& Not all successful mining properties are listed. 


THE CHAIRMAN: And there are Stock Dxchanges 
‘beside the Toronto Stock Exchange, where they may desire 


to list. 


MR. JOLLIFF2; I am well aware of that, but I 
suggest that the reasonable hope on the part of the 
investors is if the stock amounts to anything, it will 


be listed. 


THE CHATRusAN: Buthot necessarily on thefforonto 


Stock Exchange. It may be on the Montreal Stock Exchange. 


THE ‘ITNE:S: Mr. Jolliffe, this is an absolutely 
new thing. It is dated September lst, 1950. There is 
some mistake about that. It was only cleared through 
the Commission about a month ago, and it is not in force 
yet. They have here "September lst, 1950," but I think 
that is in error; I think they mean "September lst, 1951," 
when it will become effective, 


As soon as we get the Broker-Declers together, 
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they will be instructed along these lines. But the 
Registrar is already instructing individuals to offer 


prospectuses for filing along those lines, 


BY MR. JOLLIFFS: 


Q Thar ruling relates to a ceiling of a 1,000,000 
option? 

A Yes. 

Q Does it also relate to the five cents advenca subse- 

A Yes. 

Q There mustbe an advance of five cents-- 

A Suppose a block of 200,000 sheres goes out at 


25¢. The next stock will heve to go out at 30¢, 
instead of 274¢. 

PO iiedek me as peculiar that the Stock 
Exchange would consider this pumacictan but it is not 
as simple as we might think} sitting here. The Stock 
Exchange does do constructive things, and they say: 
"That is the policy." They consult with the Montreal 
Exchange, and the Calgary Exchanee, and other Exchanges 
for the purpose of trying to make the thing uniform, 
and that takes considerable time. I-do not med to 
elaborate on that, 


Q It would not take 15 or 20 years? 
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A They have been in existence nearly oa hundred — 


years. 


THE CHATRIVAN : Shall we adjourn for a few 


minutes? 
MR. JOLLIFPE: Yes, 


-- Jhersupon a short recess was had. 


(Page 2645 follows) 
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---Upon resuming. 


THE CHAIRMAN: Gentlemen, shall we proceed? 


BY MR. GRUMMETT: 


Q Mr. Lennox, I just want to clear upa 
point which has been worrying me this last couple of 
days. ‘hen your officers pulled off this raid a few 
days ago, of the Burgess firm, they discovered a man 
there who was an objectionable character, and they 
had some difficulty with him at the time. 

My point is this; do you not think we should 
have an amendment to your Act which will permit your 
officers to hold the same powers as the police officers? 
Your investigator had no authority to hold this man, 
Kauffman, although they knew he was an offender. They 
had to let him go, and wait until the next day, until 
you reported to the Hon. Attorney-General (lir.Porter) 
and obtained his sanction for the arrest of this man. 

Do you not think it would be better if your 
officials had the same power as police officers? 

A That is an isolated case. 
Q They do not always run? 


A There is another feature to it. ‘Vie have 
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ridded the jurisdiction of this objectionable character. 
The County of York is relieved of the expense of prose- 


cuting him. 
BY THE CHAIR».AN: 


Q He has gone, has he? 

A The word I have just received is that lr. 
Kauffman is not to be found, but thirty-five suits 
of clothes are hanging up in his hotel, so the 
. inference is, he left rather hurriedly. 

Q Thirty-five suits at one hundred dollars 


each, is thirty-five hundred dollars, 
MiR. JOLLIFFE: What size did he wear? 
THE CHAIRMAN: Should these not be impounded? 


THE WITNESS: If the Commission could realizs. 
on those suits and distribute the proceeds amongst 
the people who bought the oil issue, all right, but 


he must have left very hurriedly that night. 
BY iiR. HOUCK: 


Q@ Mr. Lennox, which type of development of 


a company gives you the most difficulty, the develop- 


ment of the mining companies, or the oilfields? 
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A So far the oil development has caused us 
the. most trouble. It is new, and the majority of the 
oil promotions which have been promoted in Ontario 
and financed in Ontario, have given us quite a lot of 
trouble. 

We have Beeeaiehd the situation to a large 
measure by curtailing release of vendors! shares in 
Oil companies, and there is a trend now for the local 
promoter to participate in drillingin the better fields, 
rather than devoting all his efforts to drilling these 


shallow and comparatively non-commercial fields. 
BY Mik. GRUMMETT: 


Q Mr. Lennox, coming back to that point 
I raised; is there any objection to having your 


officers or investigators possess the powers of police 


officers? 
A I think it would be rather dangerous, 
Q In what way? 
A Well, policemen are trained along certain 


lines. Our chaps are really not trained along those 
lines, or some of them are not. 
Q Is there any great hardship or any great 


inconvenience in having your inveatigatcr take known 
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offenders, when they discover them in Ontario, to the 
police station, and have other officers there lay the 


charges? 


THE CHALRMAN: They can always call ina 


policeman. They have done that on some occasions. 


HR. GRUMutTT: In this case they did not, and 


the man got away. 


THE ‘ITNESS: I do not think we had sufficient 
evidence then to arrest him right on the spot. It is 
a matter of legislation at any rate, and this was an 


isolated case. 
BY MR. GRUMMETT: 


Q In any event, you considered it serious 
enough to ask for his arrest the next morning, did 
you not? 

A Yes. It was serious enough to ask for his 
arrest the next morning, ir. Grummett, purely on the 
ground that an American citizen could readily cross 
the border. 

If he had been a resident of Ontario, we would 
have laid a charge without having a warrant for his 


arrest. 
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Q 2 see the difficulty in your officers doing 
a considerable amount of investigating, and carrying 
on cases straight through, and then being suddenly 
confronted with an offender and being powerless to 
stop him from escaping. 

They have not always police officers at their 
beck and call. 

A Well, there have been cases where we have 
had a search warrant, and we have anticipated the 
risk of a breach of the peace, and we have called for 
assistance from the police department to escort our 
investigators. | 

Q When you say "breach of the peace", do you 
mean some crime would be committed, connected with 
the selling of the stock, or do you mean a fight 
occurring in the office? 

A The person in custody of certain documents 
may use violence or threats against some of our 


investigators. Some of them are not very big. 
BY THE CHAIRIIAN: 


Q@ They are not physically equipped such 
as our policemen are supposed to be? 
A Three of them are, and three of them are 


not. 
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to 
Q 
3 


Q Not five feet, eleven inches? 


A No. 


MR. GRUMMETT: Lots of little fellows can 
handle themselves, too. I think that is a point which 


should be given some consideration, Mr, Lennox, 


THE \WITNESS: Yes, I will consider it very 


carefully, lir. Grummett. 
BY MR.HOUCK: 


Q You have taken a lot of credit -- and I 
think rightly so -- yourself -- for the improvement 
inthe securities business in the last three and a 
half years. Let me ask you if you think it is not 
fair that the broker-dealers should get some of the 
credit, too. 

A I think I have been very generous in giving 


them credit, where credit is due. 
BY MR. DOWNER: 


Q Previously speaking, you gave them a great 
deal of credit? 
A Yes. I made a distinction between the 


elected board and the original board. I do not give 
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the original board an ounce of credit; I give them 
a lot of discredit. 
But I think the Board as now constituted 
has introduced very constructive ideas. 
Q Trying to do a good job? 


A Yes. 
BY THE CHAIRMAN: 


Q Yes. I think you said before that the 
policy you adopted sometimes in licensing broker- 
dealers who were not members, brought the matter to 
a head, 

A I think I brought it absolutely to a head, 
I think I used the term that they "needed a dose 
of medicine, and they got it", and that is my 


feeling all the way through. 
BY MR. JOLLIFFE: 


Q Have you some figures you wish to give? 
A Yes, ir. Jolliffe. This (indicating) is not 
conclusive. | 
The first step in getting information we hope 
to finalize, but I think now some of these figures will 


throw some light on your question, as to whether the 
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exercize of an option in full would raise sufficient 
Capital to produce a mine? | 

I think there are a lot of cases ieee it 
would not, and there are cases where it will. 

These figures (indicating) are only 
indicative; they cannot give you the picture you 
look for, but I think they throw some light on the 
question; that is, in regard to the metal and mining 
issues, and certain oil issues. 

In the last three years we have taken a 
number of shares covered by an issue qualified with 
the Commission, and the price at which those shares 


were optioned, in other words, the price paid to the 


Treasury. 
Q The number of shares qualified? 
A Yes, That was in a three-months' period. 


ki am showing round figures, but there were thirty- 


six million shares optioned. 
BY THE CHAIRMAN: 


Q This is all oil? 
A No, metals, iur, Chairman, 
Of that thirty-six-million, one million, 


nine hundred and fifty thousand shares were optioned 
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at one dollar. JI am showing you that the option 
price was probably higher than you would anticipate, 

There were two hundred thousand at one 
dollar and twenty cents; roughly five hundred thousand 
at one dollar and twenty-five cents; four hundred 
and fifty thousand at one dollar and fifty cents; 
two hundred and fifty thousand at two dollars. 

From here on I will refer to the large blocks 
only. One million, three hundred and fifty thousand 
at seventy-five cents; one million at sixty cents; 
two million, seven hundred and twenty-five thousand 
at fifty cents; one million, eight hundred and seventy 
thousand at forty cents; ae million one hundred and 
fifty thousand at thirty-five cents; two and one half 
million at thirty cents; three million, five hundred 


and fifty thousand at twenty-five cents, 
BY mR. JOLLIFFE: 


Q How many at twenty cents? 
A Three million, six hundred and seventy-five 
thousand at twenty cents. 
Q That is the lowest figure? 


A No, there are some at fifteen cents, and 


d 


that is a high figure. Four million, five hundred 
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and ninety-five iieusand at fifteen cents, 
Q And none at ten cents? 
“A Oh, yes, I amworking up. One million 
five hundred thousand at twelve and one-half cents, 
and two million, six hundred and forty-five thousand 
at ten cents. 
Those are options. 

Q You do not permit them below ten cents? 

A No -- no options below ten cents. Only 
firm under-writings. 

Q “-hat were the number of shares at one dollar 
and fifty-cents? las it four hundred and fifty 
thousand or five hundred and fifty thousand? 

A Four hundred and fifty-thousand,. 

Now, that is in 1951. There were thirty- 
six million odd shares optioned, to realize fourteen 


and one half million dollars. 


In the same period in 1950, -- that is, the 
early part of 1950 -- before our new policy -- 
Q These figures you have just given us; were 


they for the first three months of 1951? 


A Yes, the first three months of 1951. 


’ 


In the first three months of 1950 there were 


just under twenty-four million shares optioned for 
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just over seven million dollars. That shows a very 


substantial improvement in the year 1951. 
BY Mik. HOUCK: 


Q On twelve million shares? 
A The main consideration was raiscd relative 
to share consideration, just jumping from the twenty- 


four million, to thirty-six million. 
BY MR. JOLLIFFE: 


Q@ Have you no figures there of under-writing? 


A Yes, I have. 
Q I mean firm under-writing. 
A Yes. Those issues I have given you were 


accompanied by firm under-writings. The way the 
auditor has broken them down, he has broken them down 
in metal and mine issues, where there were both options 
and firm under-writings. Then he has another list 
where there was no under-writing, but merely options. 

I have given you the ones where there were 
both. 

The firm commitments in that same period 
covered the issue I have read, because you cover 


eight million, five hundred and twenty-thousand 





2 -yev7s (Jane 










neve 














; SEE 
ae oe , re wey oe i ‘ 
tf pow od al trenevordi’ Definavacnd 
’ 
5.) aN iy 7 
, B 
a {ai ‘ Fy : 
 }EOYOH Va 
. 
e 7 
AT] 
" a eek, 7 
Spice NO RALAO PVILe we Tey ee : 
a Cea y * oars 
Bere H an ' 
wnat! ‘ae 2 ( " A ‘ io 
; Le NS - } D ts 
Pea eed be" a GLa Bee Te | PEE a Stak Air A roa 
ra) 
re tawe Bis eA Rie 8 fork Atenhy. & ie £5 Ba is = ae vel Qe en) 
PRLS eae : ¥ 
: 4) oe, vad Sh gl me 
i tio £8 Aa ee Oe ‘ 
1 17a 
° E Ao 05 
4 , i 4 5 te 
a , oe ‘ - - ' ._— ~~ ao 
» 5 
ea te 
ea ¥ 
& 
“ 
° x 3 7 , aw a4 Paks { 4 
: : 4 ee 
w uot tisvig svea d eebeet Sac 
R SACI 
\ a * 
i hee | , Pie i % i “~~ 
+ r ; f a hi y m 1 ‘ 
t va i tsi a4 qr G }- eth, Pree, 
bad ‘ : wh ese + 
> mee } we ; =) ~ wer >? he Ge 
\ : " ke 
ri ae 
i P 7 ; 
3 : : P : ‘ 5 
+ To Ors ar o> Fy re hI +, years : 
; z P 
- -~ r f 
ano igo’ tiore ud , Ska iiw-te baw 
-: : rs 
cas y Seg Ny . Si 
1 2 us 
j - ie } rs “ 
yy Say r ry Site ES rij 2) ¢t<) sare i an | 
eRe ae eo et, 
ie : = 
> > oe ee i . ‘ 235 
; {oy smbe JA cet eGnomy.: nea t XR Os wus 
aad ‘ 2h — 
A aay) Tae rs 
: veer 3 ; ; 
el ee , Lage um j Ov ey hs wl Pe et 
iavoo Woy ssusged” bbe Sv Bris. gNees oi 
f h oS ef ey j i : 
f c > L ;’ Ms ee 


mae ek re 


: ry “BG pole ale 
(awd boa Parbrdl ByEt 


-r 
oe 
we 
“ 
— 
— 
- 
rt 
pe 
4 
~~ 


2656 Lennox 


shares for one million two hundred and thirty-four 
thousand dollars, in round figures. 

Q And you have a comparative figure for 1950? 

A Yes. There were three million, seven hundred 
and eleven thousand shares for three hundred and 
forty-six thousand, seven hundred and forty-nine 


dollars. 
BY THE CHAIRMAN: 


Q That is firm under-writings? 


A Yes. 
WR. JOLLIFFE: There is a big increase there. 
BY THe CHAIRMAN: 


Q@ What was the total number of shares in 
1950? 

A I gave that; it is three million, seven 
hundred and eleven thousand. 

Q No, that is firm under-writing. 

A Oh, that would add up with the three million 
odd firm, and twenty-three million-odd option, and 
would be thirty million odd. 

Q For the whole year? 


A No, for the first three-months figures. Those 
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figures I have just given you show you in actual 
dollars and cents the money value in eliminating this 
so-called "nickel stock", 

Q This represents only those issues where 
options were accompanied by firm under-writings? 

A Yes. 

Q hiy suspicion would be, they would be the 
ones presenting a better picture? 

A Yes. 

Q How about the ones where there were no firm 
under-writings? 

A I have the figures here. In the case of the 
same three months period in 1951, there were thirty- 
seven million shares under option, for something 
over ten million dollars, and the highest option was 
a one-dollar option. 

Q That would be at the tail-end of the scheme? 

A The last option, but that was ecuk a million 
Rhee. It was practically one and three-quarter 
million shares option at fifty-cents, nearly three 
million shares at thirty-cents, one and one-half 
million shares at thirty-five cents, and one million, 
six hundred thousand shares, at forty cents. 

Q At forty cents? 


A Yes. 
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Even this picture would be much improved, 
Mr, Jolliffe, if it were not for some issues which 
have been qualified.-in previous years which had a lot 
of stock out, but below ten cents, and they are brought 
in again for re-filing. I see here there was stock at 
below ten cents (indicating), indicating it was sold 
prior to hay, 1950. 

Q How many below ten cents? 

A There is one hundred and forty-thousand at 
five cents; one hundred and fou thousand at seven 
cents; two hundred and fiftean thousand at seven 
and one-half cents, and three million, six hundred 


and eighty-two thousand at ten cents. 
BY THE CHAIRMAN: 


Q@ It was not very much below the ten-cent 
computation? 

A No, At ten cents or below there was eleven 
percent of the shares out in 1951. 

In the same period in 1950 there was twenty- 
six percent out, so that is another illustration of 
the practical results of that policy. 

Then the reduction in the vendors! interests 


has a tendency also to hold back more shares, 
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free of option, for future development. 

Q That is the next point I want to turn to, 
unless there are some other figures you wish to 
give. 

A I will leave this (indicating) with you, 
but I would like to have it back? 


A 
MR. JOLLIFFE: Oh, yes, surely, I will give 


it back to you to-morrow if you wish. 
BY MR. JOLLIFFE: 


Q@ Regarding the vendors! shares, Mr.Lennox; 
I know you were good enough to explain to us sonte 
aspects of that question, but it requires further 
clarification. 

At the present time you accept for filing, 
a ee under which, shall we say, one quarter of 
the stock is issued for properties, and becomes 


vendors' shares, and of that one-quarter -- which might 


be seven hundred and fifty thousand shares -- 
ninety putea must be placed in escrow? 

A Yes. 

Q Which would be all but seventy-five thousand 
shares? 


A Yes, sir. 
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Q You have indicated on another occasion that 
some of this vendors stock is used to "sweeten the 


deal," as far as the promoter or broxer is concerned; 


where does that come from? Out of the 75,000 free 
stock? 
é Yes, it came in the first place from free 


stock or there might be a transfer within escrow. 

Q Thatis what I wanted clarified. A transfer 
within escrow ---many of us in the committee are laymen, 
and some of the rest of us are lawyers, and have had 
little to do with these matters in recent years, 
Shareholders have been prosecuted for transferring or 
alienating stock within escrow? Thathappened un at 
Kapuskasing a year or so ago, 

A That chap obdteined transfer within escrow 
from different individuals, and he was selling people 
without a license these escrowed shares, 

Q Will you tell us to what extent vendors shares 
cen be transferred or pledged or otherwise dealt with 
within escrow, that is, within escrow of the type of which 
the Commission imposes? 

A I do not think there is any harm in trensferring 
within escrow, 

A prospector has 500,000 shares within escrow, 


and he goes to one of his friends and expleins the thing 
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and says: "I need some mmey,” and they are transferred 
on his request, with the consent of the Securities 
Commission, and escrow shares are usually sold at a dis- 


count, thet is, at a price below the prevailing price. 


BY THe CHATRiuAN ¢ 


Q Because they are not marketable? 
A Yes. 
Q . They can only be transferred in that way with 


the consent of the Commi. sion? 


A Yes. 
BY luR. JOLLIFFS:3 


Q Yell, is that so? Must the consent of the Commis- 
sion be obtained? 


A Yes. 


THs CHATTMAN ; 


Q Is thet not. one of the terms of the escrow you 
accept? 
A Yes. 


BY liR. JULLIEFE: 


Q Let me put this to you; let us assume theVendor 
of a property is one mam---one prospector? 


A Yes. 
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Q He gets 750,000 shares? 
A Yes. 
Q 75,000 shares are free, and he sells them at the 


best wice he can to provide himself with a livelihood for 
the time being, but supposing, when he comes down to Bay 
Street, the promoter who takes on the deel or the broker who 
takes on the deal insists privately on gettiiug one-half of 


his escrowed vendor stock, which would be 525,000 shares? 
MR. GRUM.&TT:; Less the 75,000? 
THs CHATRiIAN; He has sold the 75,000. 
BY MR. JOLLIFIE: 


Q It would be 330,000, or thereabouts. “hat happens 
to those shares? ‘The broker cannot sell them to anybody 
ithout your consent? 

A No, Mr. Jolliffee. The broker acquires them when 
they are released, and our policy as to release from 
escrowje consider the money raised for the twasury, and 
the money actually put into the prwyerty by way of develop- 
ment. 

Fai ling any consideration along those lines, 
the limit is one share for every three shares sold. 

Q | Take it fron the beginning. Under this under- 
standing between the oropspectpr and the promoter, can the 


promector trensfer 330,000 odd shares to the promoter, 
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or if he did without your consent, would that be 
illegal? 
A They cxmnot be transferred, because the 


transfer agency will not act without our consent, 


Q They would not be transferrable until re- 
leased? 

A No, 

Q On the other hand, the broker or somebody else 


might get the 75,000 free shares and sell them at a sub- 
stantial discount? 

A The broker gets the free shares at a terrific 
discount , and sells them, along with treasury shares, 
if in the prospectus it is disclosed thet he is selling 
vendors shares along with treasury shares, but in the 
case of Mr. Harry Price, he started selling vendors shares 
along with treesury shares, but did not make that dis- 


closure in the prospectus. 


Q That sort of thing can be vary profitable? 
A Absolutely, Mr. Jolliffe. I think this ques- 


tion ofMendors shares---this is the representation made 

by the Broker-Dealers; I think I have referred to it before 
---thet it is the profit flowing from these vendors 

shares which allows a lot of these "frinse operawrs" 

to carry on and indulge in excessive high pressure sales 


methods. 
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Although in the last three years Bi have 
curtailed the release of vendors shares very strenuously, 
the Broker-Dealers are urging more stringent regulations, 
and we are going to have more stringent regulations, 
and at the same time have safecuards in favor of the 
prospectors, who lives as a result of his work in the 
bush, 

I think we will go a long way with tho 
Broker-Dealers, but I doubt if we will go as far as thay 
want us to go. After all, the prospectors---although 
there are not as many as there used to be---are entitled 
to some consiaeration and protection, 

Q Of course, if the Broker-Dealer is not selling 
the 10% free vendors shares, it is very much in his 
interest to have them tied up, if he is not selling then, 
because they may ruin the market? 

A Yes. Ye have had several representations 
along that line from persons engaged in primary distri- 
bution, because these shares will come in competition 
with the shares in the treasury. 

Q Is not consideration givem to cash payments 
in lieu of letting him have some free stock, that is, 
of paying the prospector or the seller of the property 
some cash and escrowing all the rest of the shares---in 


fact, escrowing ell his shares? 
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A There are cases where there is a small cash 
consideration. 

Q Oc 7 en wi ggesting it as an alternative to 
the release of the 10%? Would that put an end to some 
of these manoeuvers in free stock? 

A Yes. I had a case I deatt with yesterday 

and 
noon, where e prospector got #6 ,000, /200 ,000 shares 
for a claim, and these 200,000 shares are all escrowed 


for a period of one year, and at the end of one year, 


the full 10% can be released, 


Q That is the alternative I am suggesting. 
A Yes. There are occasions like that. 
Q In a cese like that, there would be no free stock 
at all? 
A No, 
getting 
Q There would be no possibility of anybody /in there 


during that year? 
A Yes. You will recall, Mr. Jolliffee, that. is 
the case of our Jestern oils. I give the Broker-Dealers — 


credit for that; there are no vendors shares, 


Q Would that not work pretty oa ani the case of 
OL 7 

A It was an excellent idea in the case of oil. 

Q Would it not be a good idea to accomplish that - 


same principle in connection with mines? 
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A I thins it would be, with this qualification; 
thet the prospector does not enter ths picture in the 
oil fields at all, but he does in the mining fields. 

Q But the prospector is going t0 realize some 
cash anyway. He has got to live. Thet being so, why 
not pay him cash, out or the proceeds of the sale of the 
shares, and give him stock, too, but escrow all the 
stock? Let him have the cash he needs immediately 
out of the cash from the proceeds realized from the sale 


of treasury shares, and them you would know there just 


iad) 


vas not any free stock going around to be manipulated 
on the market? 

fe Is that not pretty much making ea contract for 
some pezrson? The Commission then is mocking a contract 
for outside parties, 

Q Oh no, You have repeatedly imposed restrictions 
on the freedom of the public to make their own contracts; 
there is no resson in principle why you should not 
place another restriction? 

A The restrictions we impose are right in the statute. 
Toe Section you referred to this morning, in partimlar, 

Q The 10% restriction? That is in the Statute? 

Lb Yes, it is in the record, hecause it says the 
Commission will make such arrengements as it deems 


satisfactory governing the release of the vendors 


shares, 
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Q - All right. If you make that 99%, and you 
consider that 100% is more satisfactory than 904%, 
there is nothing to stop you froi making that rule, 
and the inevitable result would be the prospector 
would get some cash? 

A I think it would be unfair to the prosyector, 
if the Commission did not give him any free shares at 


the outset. 


Q Not ix he got cash? 
£ The Statute does not say anything about "cash"; 
it speaks of “vendors shares," There is nothing in 


the Statute to give the Commission power, that I know 


of, to insist on cash in lieu of shares. 


Q Surely, indirectly, that would be the inevitable 
result? 
A We will talk about the little men again. 


Suppose he has not any cash to pay the prospector? 

Q Mr, Lennox, that is not the point. Obviously 
he has to have some cash, and there are two ways in 
which he can get that cash. One is by gettine 10% 
of his stock out of escrow, which he can them sell at 
some price nooody knows anything about--=<that is one 
way of getting some cash. 

The other ay .s for him t get cash which, 


of course, would eppear in the prospectus and everybody 
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would know exactly that it was directly from the com-~ 


pany? 
A Supposing the company has not any cash? 
Q They are going to be selling shares, and they 


are paying salaries to their people. 
A Yes, but this has to be done before they sell 


shares. 
BY THE CHATRIWANs: 


Q Is the 10% release of the escrowed stock, re- 
leased in some of these cases, sufficient to do any 


harm? 


MR. JOLLIFF:: Apparently the Broker-Deglers 


Association thinks it is doiig a Lot of harm, 


THE 'TIN.SS:; No, the Broker-Declers backed up 
this 10%, at the time this policy went into effect, 
in 1%0, 7 

The Broker-Dealers---and rightly so--=were 


asking thecurtailment of the release of vendors shares, 
BY MR. JOLLIFFE; 


Q That thes are talking about is not the 10% 
which in most cases the prospector gets free? 

L No, I think they confined-~ 

Q It is the policy in regard to subsequent re— 


leases? 
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A Yes, 


MR. JOLLIFFE: The one out of three, Thatis 


the ceiling, 
TH: “"ITNESSS: Yes. 
BY TH2 CHAIRMAN: 


Q I suppose that might «=o to the prospe ctor, 
and it might not, depending on what the deal was? 

A I think what happens is this; one of these 
dealers gets the 10% at a very great discount, and then 
he has a contract to secure further shores if, as and 
when they are released. I think that is the way it 


works out from a practical point of view, 
BY MR. JOLLIFFE; 


Q The more shares the broker sells the more he 
acquires in free stock fron the prosrector? 


A Yes, 
THE CHATRMAN: Shall we adjourn now until 2,309 


MR. JOLLIFFE; Yes, 


-- The witness temporarily retired 


-- apergupon the further proceedings Commi 
a P 6) this 


O ec adj ourmed 
t 12.45 otclock Pe Me Unb 2s. 30 6 ¢ 


tt 
afternoon, 
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AFTERNOON ee ios. 1 OeN 


Toronto, Ontario, 
ednesday, 

August 22, 1951, 
eeo0 O'CLOCK p. Mm. 


The further proceedings of this Committee 
reconvened pursuant to adjournment. 
All pavties present. 


Same appearances as heretofore noted. 


ACTING CH:ATRMAN DO'’NER: Are you ready to con- 


tinue, gentlemen? 


OSVALD ELMER LENN OX, a witness 
previously heard and now recalled, who having been 


already sworn, continues his testimony as follows: 
BY wR. JOLLIFFI: 


Q Mr. Lemox, we were on the subject of vendors 
shares, and before we leave that, I want to be clear 
about this; it is suggested by the B. D. A. that there 
should be a further restriction on the issuance of 
vendors stock, ‘hat do they suggest; thet it should be. 
restricted all along the line, that they shahd be re- 


stricted at the outset, or released more slowly, or in 
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smaller blocks from time to time---or both? 

A I think, Mr. Jolliffe, the mein idea is that 
the release throughout should be slower. 

Q Rather than one for three, possibly there 
should be a different ratio? 

A ““e look at the whole picture, Before we give 
a releuse, we get a financiel statement of the issuing 
company to see how much money has been raised, end how 
much of thet money has been spent on the Cevelopment 
of the property. 

Q I understood you to say that, senerally 
speaking, you are willing to release one for three? 

No. JI said in the absence of any other factor, 


the ceiling would be one for three, 


Q The t would be the ceiling? 

A Yes. 

Q But there always are entheoee, are there 
not? 

A Usually there are other factors... You always 


oa 


find that mo ey has been raised fur the treasury, but in 
meny cases you find it has not been spent on development, 
Thet may be a matter of seamn, soms times, 

Q I have just ,icked up the latest bulletin 
available---th -t is, June 1951? 


Ay. Correct. 
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The subsequent bulletin is not out yet? 
A No, 
Gq In th.t bulletin you publish releases from 
escrow since the last issue of the bulletin, and I 
would gather from those mentioned here that in most 
cases the block of stock released is a very large 
block. It is on ;azve 23 of the bulletin and is 
headed "Consents to release from escrow since last issue 
of bulletin.” . And I see here: 

"Packsack Mines Limited: Release of 
all the escrowed stock pro rata to all 
persons entitled thereto. Effective dste 
of release, May 17, 1951." 

In that case it vas all released? 
A Yes. 
Q Anc. them: 

"Agax Petroleums Limited: Release 
of 50,000 shares pro rata to all persons 
entitled thereto, Effective dste of 
release, June 1, 1951. 800,000 shares 
remain in escrow." 


The block released in that case was only about 6%? 


‘Arrow Tungsten Mines Limited: 
Release of 55,000 shares, being 10% of the 
shares presently escrowed, pro rata to 


all persons entitled therebo, 495,000 
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shares remain in escrow. Effecti ve date 
of release, June 1, 1951. 

"Mionogram Petroleums Limited: Release 
of 75,000 shares pro rata to all persons 
entitled thereto. Uffective date of release, 
June 1, 1951. 675,000 shares remain in 


escrow.* 


Thot is 10% also? 
A Yes. 
Q (Reading): 

"Oilcrest Petroleums Limited: Release 
of 75,000 shares pro rate to all persons 
entitled thereto. Effective date of release 
dune 1, 1951. 675,000 shares remain in 
escrow." 

10¢% again? 
A Yes, 
Q (Reading): 


"Zdson Oil Company Limited: Release 
of 61,250 shares pro rata to ell persons 
entitled thereto. Hffective date of re- 
lease, June 6, 1951. 813,750 shares remain 
in escrow." 

Thea: is only about 5% or 6%? 


A Yes, that is a very new company. 
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Q (Reading): . 

"Hy-Flo Petroleums Limited: Release 
of 170,000 shares pro rata to all permns 
entitled thereto, Effective date of 
release, June 12, 1951. 680,000 shares 
remain in escrow. 

"Lashburn Petroleums Limited® Release 
Of 273,335 slares pro rata to all persons 
entitled thersto, “ffective date @ re- 
lease, June 19, 1951. 726,667 shares remain 
in escrow." 

In that case, it was about one-thigd? 
A I think it was fairly wellfinanced, and is a 
fairly old company. 
Q (Reading): 

"Quebec Copper Carporation Limited: 
Release of 190,000 shares jro rata to all 
persons entitled thereto. Effective date 
of release, June 19, 1951. 489,000 shares 
remain in escrow," 

That is about 20% or 25%? 
A That might be &@ special case. Quebec Copper 
has been listed on the Stock Exchange, and would have 
a say in that relcase, and they might have agreed to a 


fairly big release there, to have the circulation of a 






ES Gerace) ai tak. ; , Ter TOAS 













ay Lig 
at : ; as rita. Saris y Bh PLO oeeul u 
. ¥ a7 7 C- ad 
; yi § * fi t 5 Bs % 2 ob Bm . . ‘s « se A 
ia he vlhe - > - 7" 
‘7 
P & 
~ s Jab: oy 5 Oks aTenen 3 5 ol P6008 
<= a ‘e 
‘ i 7 : r a ) iq fe 4 , r 
rs 3 , ese is past 4 , * : hi 185 | ; Bee 
erent Womanoen tl 
3 é : 
{ + ch 9 <* ¥ 
Pe ay oe EEE ; ati jeg St hy Seba) Pad 
iy ee . — 
: 7 Tory . 
- 6 a aa Goa rt & ve ; ae vee r & rt ot 1 i # + A a 
4 j 
peace 
DE ania ane) Ae 
. ~~ mee et 
2, ifhbaek y 
\ x ‘ Ws ~ os @ a 
‘ . et 
¥ a s¢ 
at imitl mitstoqupo TSeqgev Vecery 
: ee : 
; » or & : > ae. ; : 
; f i ne 4, sc * ; & Cut t iw! aX tu Me Loi 
ne : Saletive antsted J 
aijeh ‘@? jOUL i: ae Os Bead ivils ; ee 7 
‘a ae | $ *) rf tt AP BS f =F ia) 
2 OL Cok: gel. ant , DARE LST 
y ” 
Mate J ‘. - 
Meat | papas AME Vy woresns af afoener 
4 “4 
9kés. so BOS fgoda si deat | 
4 raat 
_ on 
‘ ,, = Po £ " ji 
re 290 (“42830 One & oO Peg Jarl 
; Fi : re are s ed sat 
: oe Pow bes... SH 2en night anode Hs on ‘Naa elt ae os 
w ¥ * ' : a 23) i wd ; ; 
‘ ee ie a ; 
's of bostas. orod. fig ia. your bas mae 
: - ae 
‘ ae vss ear 2 ; * ut ater 
| a to pottatoogke sag. veil, a Dita 
a sae mi PS 


mney Tarek 


bf 


2675 Lennox 


block of stock, 
Q (Readins); 
"Gridoil Freehold Leases Limited: 
Release of 3,000 shares pro rata to all 
persons entitled thereto, Effective date 
of release, June 19, 1951. 60,000 shares 
remain in escrow." 
You are releasing one-third there, all at once? 
A Yes, but thet is another old company. 

In some of these cases they might not have applied 
for release when they were entitled to it, but that would 
be taken into consideration when later on they do apply 
for a release. If there were many people participating 
in the vendors interests, it might be there were a lot of 
transfers within escrow, and one thing and another. It is 
a fairly expensive operation from the point of view of the 


charges for the transfer agent. 


Q There would be some legal costs? 
A Yes, 
Q One wo ld think that in the case like Quebec 


Copper, where 190,000 shares were released at one fell 

swoop, and which presumably came on the market---I do mot 
know what happened in this case; I do not know the company 
at all, but I would be inclined to suspect that people who 


knew what was going to happen, would govern themselves 
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accordingly before it happened, if they knew that 
190,000 shares were coming onto the market, possibly for 
Sele. Would thet not give an advantage to the man on 
the inside track? 

A He would still be gambling on the Conmission 
giving its consent and the Toronto Stock Exchange giving 
its consent, if it was listed at that time. 

a} But he could protect himself egainst a fall 
in the price of the stock by having the advantage of 
knowing that an epplication was before you for release, 
which the ordinery shareholders in Fort Arthur or Ios 
Angeles or wherever they micht be, would not know of 
at all? | 

A Thet would apply in the case of all releases. 
The person on the inside knows their chances of it being 
released. 

There is a denger of a man selling short 
and counting on filling his short position out of the 
release from escrow. 

QQ Thet is right. I was wondering about thet. 

the 
It seems to me thet/more it may be necessary for a larger 
block of stock to be released at one time, the more 


the door is open to all sorts of manipulation on the 


market? 
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A Alberta is cupposed to be the top renking 
aduinistration on the North American Continent on 
these subjects. 

Q I .io not say that. 

A Well, I know ite. That :s what they are repre- 
sented to be, and they only allow one for one out, if 
you can believe lir. Blackstock's statement. 

Thet is whet happened in Onterio up to the time 
Mr. McTague took it up, and then I have taken it up 
further. 

Is there not this difference, Mr. Lennox? 
if they, as a matter of course, release one for one, 
at lesst the public knows what the score is; they then 
know thet there is going to be one share of escrowed 
stock coming on the merket for every Shere that is 
sold? 

A Yes, but we have to think of the treasury as 
well as the public, because if the treasury is not safe- 
guerded, the public vill not be safeguarded. 

I will agree with you, iir. Jolliffe, that on 
the face of that, it requires some explanation. On 
the Pace of it, it looks like an abnormal release. 
There must be special circumstances, and it might 


have been -- 
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Q You méen in connection with Suebec Copper? 
A Yere 
Q The Toronto Stock Zxchange must have con- 


sented to that one, too? 

A it was listed at thet time. I know it is 
a recent listing, but I cannot fix the dete of that 
release. 

a) The date of this release is June 19th, 1951. 

A I am not sure. I know it is a listed stock 
now, but I cannot fix definitely the dete it was 
listed. 

And I think probably the “~webec Commission had 


a say in thet, because I think it is qualified in 


Cuebec.e 
Q Vell, I will not pursue it-- 
BY ick. GRUMETT: 
Q There is just this further question: would 


it be feasible and possible for your Department to 
announce beforehand whet stocks were going to be re- 
leased, or whet escrow holdings were going to be 

released? Thet is, insert a notice in the press stating, 
for instance, that "One month from this date certain 


shares will be released, and certain stocks will be 
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released? 
MR. JOLLIVFE: Or even two months. 


iTR. GRUMMETT: Yes, a month or two months 
in advence. Thet would give notice to the general 


public. 


TH2 WITNESS: It would assist the public 


in the case of a listed stock. 


MR. VILLINSUVE: Yes, in the case of a listed 


stock, it would be of assictance. 
TH? ACTING CPAIRMAN: 


Q A listed stock only? 

A ‘edo not have much trouble with listed stocks. 
I have in mind some members of the legal profession 
who take a very keen interest in bettering the situa- 
tion about providing certein safeguards against men 
selling short against the vendors pooled stock, and 
I know whet heppened gbout a year ago, but thet eppears 
to be an isolated case, and it is just a question of 
whether an isolated case such as that would warrant 
any specific ruling on the matter. 


However, we have the matter under advisement. 
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BY MR. JOLLIFIE: 


2) You mean thet one case of that kind has come 


to your notice? 


A Has come to our notice, yes. 
A) Only one, so far? 
Yes. 


Now, can you give me an answer to this one? 
Suppoceing that in the first or primary distribution, 
the Broker-—Dealer's license is suspended; that ee 
he is no longer in a position to continue taking down 
stock fron the treasury and selling it to the public? 

A YES. 

8} Ang let us suppose that during the course of 
the primary distribution, he has picked up sone vendors 
shares at a little or no cost to himself, and is 
holding them, and there may be a small market for that. 
I assume there would not be much of 46 merket if the 
public knows that he has been suspended and the options 
are being abandoned. 

But, supposing he wants to get rid of this 


very low price, 


Oo 


stock which is his own property, at 
@ price which might represent a proiit to him because 


he paid little or nothing for it? 
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A Yes. 
Q Cen he sell on his own account without "trading" 
as defined by the Act? 

A No, there are two considerations there. if 
it is vendors interests, and in nine cases out of ten 
if it came fron a source which might materially affect 
control within the definition of “primary distribution," 
Section 1, Cleuse 1 on page 2. I will read the pertinent 
parts: 

"tPrimary distribution to the public’, 
used in relation to securities, means'----- 

end cleuse yy (it): 

*Trgdes in previously distributed 
securities for the purpose of redistributing 
such securities to the public where the 
securities form all or a4 part of or are de- 
rived fron the holdings of any person or 
company or any combinetion of persons or 
coapanies holding a sufficient quentity 
of such securities, or of the securities 
fron which er securities have been de- 
rived to materially affect the control 
of the company which is the issuer of the 


securities." 
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2 So that in the example you give, in most cases 
it would still be primary distribution, and he would 


be debarred fron selling them, having lost his regis- 


tration? 
A YeSe 
a} Then, if it did not coie under thet, he 


would heve to bring himself within the “isolated transac- 
tions exemption"? 
A Yee, and it is a question of fact in every 


case as to how many trades take you beyoid the exemption. 
BY TR. FOUCKs 


Q, In other words, iir. Commissioner, would you 


say thet the cancelling of gs broker's license has a 


serious end detrimental effect on the stock holders? 


A Thet brings up a rather interesting point. 

I think tet is the worst mistake I ever made since I have 
taken over this job. I ‘hink it was very poor judgment. 
If a broker has fallen down, the chips must fall where 
they may, and he has to go. I learned thet les<on the 
hard way. 

9 If the issue has any merit, it would not 


seriously affect the company, because it is easy enough 
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to get snothsr dealer to teke over the transaction. 


BY iiR. JOLLIPFE: 


Q That would not affect the company, in the 
long run? 
A No. itt is bound to affect it-- 


BY 1iR. VILLENEUVE : 


Q Miomentarily it will? 

A Yes. There has been e tendency now to have 
more than one Broker-Dealer participate in a distribu- 
tion. 

Here (indicating) is a case where we cancelled 
Burgess yesterday morning, and there are five people 
participeting in thet issue, so it does not affect the 
issue one way or the other. 

I also brought it down, because lire. Mcintyre 
gave us credit for an improvement in the literature, 
and he also said that people were "copy cats," that 
there would be a certain form of literature, and it 
would sweep across the street, end so it will. 

These people (indicating) are “copy cats" 


because they practically copied the advertising set-up 
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adopted by a much more successful.company, which has 
now listed its stock. | 

So you see the good will spreesd as well as the 
evil. 

I have not checked the information in thet 
(indiceting), but I would say it is a conservative 
form of advertising, and vastly superior to the type 


of advertising we saw years agoe 
BY THE CHATRIIAN : 


2 There is nothing wrong with copying somebody 
else's type of advertising, if it is a good type? 

A No. The trouble is thst so ebody gets an 
idea, and it spreads throughout the industry, and the 
reason is because they have had the seme writers, as 
they cell them, on Bay Street. 

g Thet sounds like a radio system? 

A Yess My opinion of some of these writers is 


pretty low. 
BY iiR. JOLLIFFEs 


Q In the case of investuent dealers; they 
frequently make offerings in collaborstion with each 


other? In fact, you might say that it is standard 
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practise with large issues and atetante dealers? 

Nae Yes. 

2 If there wes more of thet gemongst the Broker- 
Dealers would thet not be a good thing? Would it not 
lend itself to the success of the stock? 

A Yes, an excellent thing, and I am very glad 
to see it spreeding. 

a] I suppose one of the difficulties is if one 
of the Broker-Dealers gets into trouble, he may pre- 
judice the position of the others? 

A There is a slight difficulty there. But there 
is enother thing, to guard against, and that is that 
the group are not all in the same camp. 

8) You mean they belong to different factions? 

A . No, thet the whole group is not "fronting" 


for one man. 


Q For one "back end"? 
A Yes. 
2 Well, in that same connection, lir. Lennox; 


you mey think I am a very tiresome fellow to come 
back to this again, but I do not think we have got 
the final figures on it yet. 


You told us, as I recall it, there are about 
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55 or 40 Broker-Deelers who give you trouble in actual 
practise? 

A There have been consistently a number of Broker- 
Dealers who engage extensively im these mailings and 
telephonings. 

ay And I think you said thet, generally speak- 
ing, it is the same group which hac civen you trouble? 

A Yes, they are. They are the group which are 
discrediting Ontario across the border and in the other 
provinces. 

Q Would you sey it was nearer 355 or 40? 

A I cennot be sure, ilr. Jolliffe. I think it 
is probebly nearer 35. 

, And I would gather from vwhat you said a 
moment ago, and what you have said on - ther occasions, 
that probably some of them are “fronting” for one man 
or one interest? 

A Unquestionably "fronting" exists. Personally 


I think that Burgess is a "front." 


a) But he is out now? 
A Yes. 
Q As of yesterday? 


A Yese 
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Q Wheat I meen is this; that you spoke of 35 Broker- 
Dealers; is it not your suspicion that several of those 
may be “fronts” for ons man, who has perhaps previously 
been cancelled by you? 

A I think they are. I think the big "fronts" 
you can divide into two cemps. 

Q “Wheat I am suggesting is thet one man may have 
more then one "front"; he may have several "fronts"; 


is that not your suspicion? 


2 So actually the source of this trouble may 
nerrow down to much less than these 35 people? It 


could ngerrow down to much iess than thet? 


BY THES CHAINIAN: 


Q You mey heve 35 "fronts", and they may repre- 
sent only a half a4 dozen principals? 


A Yes. 


BY MR. JOLLIFFS: 


cx) 


Thet is possible? 
A Yes. 


Q Is that in fact your sucpicion? negardless 
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of whet you cen prove? 
A It is largely my suspicion. 

Gentlemen, I indicated during the firct hear- 
ing thet, roughly speaking, you can speak of two 
factions on Bay Street. Why I say thet is that one 
facbion is slways sending the message via the grapevine 
that the other faction is going to do something, and 
vice versa. 

I certainly think the Comiittee knows there 
are certain factions, because we keep getting gnonymous 
communications about whet a rascal such-and-such a 
person is, and they are not in love with each other, 
but when you refer to “rvactions™” you are referring to 
Broker-Dealers; you are not referring to the cther 
people. 

I em referring to the Broker-Deglers, that 
there are set-ups---people who are looked upon 4s 
"fronts", reprssenting one individual or a group 
of individuals, and there is another set-up described 


as "fronts" which are sponsored by another deeler. 


Q - There is some rivalry between them? 
A Yes. 
g And, of course, you do not take sides with 


either gang? 
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A I hope I do not. 
2, I do not think you can be accused of that. 
Now, turni g to the figures again; do you know 


how meny licensed Broker-—Dealers there gre as of 


today? 
4 it is chenging from day to day. 
2 it seems to be? 
A Yese 
BY itR. GRU ETT: 
Q It chenged yesterday, did it not? 
4 Since the adjournment there have been two resig- 


nations, one definitely for ill heelth, and I think 
possibly the other could not get a bond, and there 
Was ge cancellation. 


I thou ht I had the figures-—- 
BY MR. JOLLIFFE: 


Q I can give you the exact figures from your 
April bulletin. I had them counted. In your April 
bulletin, there were 184 listed registrants. 

A There are a lot fewer since then. 


G And I think, according to the bulletin, there 
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were eleven cancellations. Are all the cancellations 
reported in your bulletin? 

A No. The lest cancellation I did not even give 
e decision. I just cancelled them. 

Q What I em getting at is were there cancella- 
tions between Jenuery and June which were not reported? 

A Yes, there are. 

8} Then there has been more than eleven cancella- 
tions since April? 

A I think there are come which have not been 
reported, and there are quite a few resignations in 
there, too. | 

Q New licencees? 

A There-has not been a et oe licensee since 
the lst of April. Reslly makes history, and shows 
where we are getting ahead with the proposition. 

Q At the last meeting of this Committee, I think 
you made gan estimate---it may not have been an exact 
ns recollection is you estimated there were 
about 140, exclusive of Stock Exchange members? 

A Yes. I think I did ae that figure. 

Q Let me give you these figures. Let us go back 


to April. 












mn 


ginotipiieotso ot 24a) oh ea enone cite co 


ae SOS Bk Paes St 


oF | | 
| . at a 

ay wibs reve. Joc BLO 2 Gul ge fier oie one pertiah rr 
: CR f 2 K “t > lenatsce wn! ra 


rae Ae aa bees TAL ot ~ Sa At of vs si 


| wad bali spngs sail 2, ngodhaeh: a St 


4 
- 


29 ged! aren ak ge ae eN are aN Ce 


Ceg\ rie “5, . - : rat 
‘a beet anatt) Sie! tanh, 


Thiel OSs PON Pten Sea e0efe » 


pie 





a 


pete: prede Gagh “ie 
















i ; ‘ € 
“ rent - ‘ r . d a Rio rs 
ow 13, € : , wi V = a 7 Le t3 iy eG mm ea : aatt aX? iy bed LyPe- i a ‘ 
g o 4 cs iow cag th o co ee Ei : Pi o ‘ id: Tih 
1 I ay mel if J 4 ; ‘ ris 4 Ls 
‘ CTe Re Seek a Beas 
rd 
es LAM he 
TO be of 02 ; 
eae a: i, oe) 0 oy 
‘ Or 
BOLE s » foh Bits a abe ae Sar RTRRS sue 
ae. @ wie : ce hi yobs F i ae 7%: is 
a Swi cae rie cm <> 5 : a : ‘ ; 


gvioty Die, Mees 2a) a ees Lite eer Lega 20) he cao 


ey Fee wee Rohe 


teeth 
+ ve rs med ve & os ig uf _" , ee e 
Hct CHOg SUG Gaga as eel | gall mn “i a5) Sts Ro ih a 
ee Ma Ore Pare ie Bee te Megeaey, ee ke ‘- eee Mey 
bs 


Bit d 0 9 oeie semgo atthe Aah aie Syak) ad Sih 


Meas at ner 


TONS DS TAO OER Ge. Ye theme 8. bids ? 


ten @ late Ss imate wong ee rolige (hana 


J 
a es wih i 
TOVec6 sith 0M} tH) aye 
: : a na 
Pat ES mre! o + iS Pity mas . . 
: . 7 i ty ty o 
¢ y 7 v9 
F if AL 
| ot ae | 
oT aw Pd ¥ igen viadiette 
) ; 
Tey 





F Mond ae bin’ Por rad ands sox 


aes apne. oe scr 





2691 Lennox 


A During the recess, I can go up to the Registrar 
and get the exact figures. 


Q Perhaps thet would be better. 
BY MR. FOUCKs 


Q Before we leave that subject of the stock- 
holders: Can you tell us, offhand, have you ever heard 
any talk of a union being orgsnized emongst the 
shareholders of the Dominion of Canada, for their own 
protection? 


A Mr. Sutton has come into my office and discussed 


the matter, and hes written to me. 
BY MR. JOLLIFFE: 


Q Who is that? 
A Mr. Sutton. He is right here (indicating). 
I believe he aia the same with my predecessor in 
office. 

8) Was that the only rumour you heard of a union 
being organized? 

A And it was discussed, I believe, with the 
Broker-Dealers. I believe he took it up with the 


Broker—-Dealers. 


Q And they turned it down? 
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A Yese 
, Pave you seen the letter from New York 
purporting to be addressed from the independent 


Investors, Inc., addressed to the Attorney-General? 


A Yese 

Q And it was released to the press? 
A YeSe 

Q With some fanfare? 


MR. CHAIRMAN: Perhaps I had better produce 


it. 


MR. JOLLIFFE: I think it should be in the 


record of the Committee. 
THE CYAIRMAN: I will get the letter now-— 


MR. JOLLIFFE: Before you go, I would like to 
make it clear that I am not advencing that letter as 


evidence, 


THE CHAIRMAN: Absolutely, but I think in view 
of the fact that it was directed to me, it should be 
before the Committee. As ga matter of fact, I intended 


to bring it yesterday, but I overlooked it. 
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‘THE WITNESS: Shall I proceed? 


Q Yes. 

A I have seen that letter, and my first reaction 
to it was that it was sponsored by a gentleman from 
New York City, whom I had heard of before, because he 
had written to lir. McTague on various occasions. I 
had an appointment with this gentleman in June, I 
believe, and then he telephoned and said he had to 
return to New York sooner than he anticipated, and 
he couldfot keep the appointment. 

His neme does not appear anywhere in connec- 
tion with this matter, that is, on the lettcrheed, or 
anything else. 

I made enquiries about him, and I have not 
heard any person who is prepared to oe ee him 
favorably to the Commission, in any way, shape or 
form. 

Q Is there any evidence to show that he was 
connected with that letter? 

A I am trying to show that. The Broker-Dealers 


Associcetion telephoned to the New York office and 
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esked permission to speak to this gentleman, and the 


answer waS---and this is, of course, hearsay, but 
there has been a lot of hearsay in these Pecuinan. 
the answer was "He is out of the office at the moment." 
So I think that is about as good evidence as the 
letter or anything else, that we have heard, that he 
is associ ted with this Investors Association. 

Q Does it make any difference whether he was 
associeted with the letter? What about the contents 
of the letter? 


4 I was waiting for theletter, to see the 


contents. 


Q Well, we will wait for it to come down? 
A Ye So 
Q i think the Committee had better know the name 


of this man you mentioned. Is not his name Smith, 
or something like thet? 

A No. The person---I am not saying anything 
against the man, except that I could not find any 
person who would recommend eee 

Q He is a public relations man? 


A Yes. His name is Foster, and he is well known 


in Toronto. 
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As a matter of fact, he had previous dealings 


Be De Ae---or attempted to? 


1 believe so. 


BY THE ACTING CHAIRMAN: Shall I read this 


ifR. JOL IfPE: I suppose soe I think Mr. 


Lennox should be given an opportunity to comment on 


it at the end of it, or as we go along. 


end. 


follows: 


THE WITNSSS: I will comment on it at the 


THE ACTING CHAIRMAN: This letter reads as 


"Honorable Dana Pérter, 
"Attorney Generel, 
"Province of Ontario, 
*Parliement Building, 
"Toronto, Ont., Canada. 
"Dear Sirs 
"This is addressed to you as Chairman 
of the Onterio Legislative Crime Commis- 
sion which is now investigating the securities 


business of Your province. 
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"Our organization is ge union of smell 
investors in North American enterprises, de- 
signed to protect the interests of minority 
shareholders. 

"In that capacity we speak for thousands 
of Americans who have suffered loss through 
investment in Cansdian mining and oil 
companies. 

"Have not these losses resulted from 
lack of effective regulation, and the 
inebility of the Ontario Securities Commission, 
and government-created Broker-—Dealers' 
Association, to curb the unethical practices 
of Onterio brokers that are the cause of 
loss? We favor self-reguletion, but it 
must do the jobt 

"je are informed that more than 5,000,000 
Americans own shares in Cenadien mining and 
oil compsnies for which there is no market, 
and which cennot even be sold at a loss? 

"In most instances the treasuries of the 
companies have been exhsusted or are without 


sufficient funds to carry on operations. 
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Me recognize that these speculative 
issues were bought by inexperienced investors 
but thet seems to Uae more need for effec- 
tive regulation and protection. 

"Ve are informed that the securities 
commissions of practically every state, and 
most of the Canadian provinces, have regis- 
tered complaints with the Ontario Securities 
Commission. We are further informed that in 
most instances the Ontéerio Securities 
Commission has not even acknowledged these 
complaints and, therefore, has probably not 
investigated them. Is this so? 

"You probably know that the United States 
Post Office, in a widely publicized statement, 
announced that it has issued *fraud' orders 
against more than 75 Ontario brokers and 
denied them the use of the U. S. mails. 

"ve are informed that many of the brokers 
involved made slight changes in their firm names, 
moved to new addresses, and are continuing to 
operate under ne: licenses issued by the Ontario 
Securities Commission. Is this so? 


"We gre informed also that last year 
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the Canadian Post Office Department denied 
use of the Canédian mails to a long LLeG. OF 
Tormto brokers on the grounds thet literature 
being sent into the United States, and many 


parts of Canada, was of a fraudulent nature. 


ie understand that in that instance the 
Ontario Seaurities Commission issued «4 nee to 
the Toronto press advising brokers who had not 
received their licenses, apvarently because 
their mail was stopped, to call for them et 
the Commission's offices. ts this so? 

"ie have been advised at least one 
member of the Board of Governors of the 
Broker-Dealers’ Association has a police 
record. Another Governor, an American citizen, 
representing the salesmen's division of the 
Association, holds top position as yunleaman 
of paper mining stock in the United States. Do 
you coniirm this? 

"These matters are not in accord with 
the high estimate that Americans have of 


Canadian prestige and soundness. We be- 
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lieve that meny Canedians, particularly in 
communities that depend upon American tourists 
for support, resent the acts of the "Bay Strect 
clique" that may affect their livelihood. 

"Our organization is not approaching 
this subject from a remote point, without 
heving had the benefit of soie study and 
investigation. We plen to see that the 
interests of our members at least are protected. 

"Je ere urging the American press to 
ask 611 holders in the United States of Canadian 
mining or oil shares to provide our organiza- 
tion with full informstion concerning their 
transactions. Later we may take such action 
as to insure representation of thece 
investors at meetings of the companies 
involved. 

"Should investigation disclose gross 
irregularities, civil or criminel action may 
be asked on behalf of American shareholders 
in the Canadian courts. 

"je urge thet your investigation of 


this matter be as complete and corrective as 
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your inguiry into gambling and other crime, 
and thet results will make it unnecessary for 
our organization to seek further action. 

"americans ere cognizant of the many fine 
opportunities for investment in Canada, and 
Canada needs that financing to develop its great 
natural in-the-earth resources. That develop- 
ment is important to Cenadians and the entire 
world. As the United States reopens its 
‘Arsenal of Democracy” meny metals for instance 
will be needed thet have become scarce, which 
Canada has in abundance. As Canada recovers 
its metals, and converts them into useful 
wealth, every Canadian will benefit. 

"Your committee is delegated to do an 
important job. If you do it well, and provide 
suitable protection, ae eontGre capital will 
continue to flow across the border. If proper 
adjustments Meme to protect American 
investors, various American securities commis- 
Sions will again offer their help to your great 
country. 


"re recognize thet meny important factors 





















i AD rh t 


SAee S 








1 


POT Vaan Soeur of. 


ie wall Waly oe 
‘+ ma Ree 
: 


‘ 
~ i : aa Li 
. : 
4 « aes oy i ats \/ . 
. = 
4 
7 > ts ifs 1 
ha as y t 7 : pth ae ® 
4 a 1! bee, eS 
' 
ny ‘wa ” +A ‘ 
mi i tt i FJ a ‘ 
. Mas ‘s 
U ec 
d pat at ee 
t hs ; 
4% 
’ j > * ut 
RSA be SPS oe he WSS R Noe 
. ' ie ‘ 
ry eae 
| , y 
i 5 r Vive A "A 
as } - ee 
S oe 
% + 
‘ b 
h ) oe ‘ hl day) j af. 0 nts 
st. ra £ } 
y y * a 4, 
VX | by 
~ % > ‘ 
‘ 
r : 
os ai Ra 7 ‘ia 
vt 4 
4 ~e jt eye 
‘ \ 
? ; > ‘ 
hic 5 aah 
rar: 
a ; 
i a , ‘ 
1 ra 
x re * 
, We: } i 
al, a ws eli -~ ‘ 
> % Z 
i " 
“a 
t , i T1ry 
, List. f EY 7 
5) Ue ri 
. " - + z tf? ans re 7 | 
a « — mM & ' 7 
6 P Crees if - 
y PA ’ <itte r. 
f ‘4 7. ; 
! J i ' nyt Vr? ae es: 
i 
ots * f , 


, Nie ee ee RAY 
eheenh Batt 4 pea ius be Lith CASES Wa whos: aeyne. 


oe 


onal = Get i oat t 








ae oo ah eae 


Gor. oS Teale Hie eae tan BS) Cane ‘ vty sat ech 


» 






Pika | AEA Aue Ratt | 


a ip 
1 


ean ariiaad Wa ‘nee 


ok vai Ea ia Hue 


* 


n a cake ea niet 
A Wish I ome 


JETRO IG 





2 
New 


- Las Pre ae: fa 
Wad WO ie Frere 
‘4 
itt ‘al Poem Nae 
aR) ke) MAP a 
ee i ae a tte Ay 
i tac phy vee = Hh chen 





, ee ae) 
~ > * ey%.: 
iJ Vida eet fei) Saye 
: ‘ i 
" “ wk + 
r i ti P OFT Cad ao 


UN, CRs ns pene 
7 u os Bb ae wy ia Lisi 


* anata an 





rt Linwsy aaa CE it. 





iy 
Pi 


a hie eG 
j ay Pe 


eek mY a ? 







- 


ver OE 
ve 





Ae ed 


* 
if 
a 
+ 
a 
‘ 
= § 
7 
7 a 
A 
ry 
j 7 (+ 


2701 Lennox 


are involved, as they are in «ll invesctiga- 
tions by political bodies. In closing, we 
are confident that your comnittee will mke 
politics secondary to the importance of 
your mission, and will realize its effect 
upon internetiongl relations, and will 
correct the resentment Canadians and Americans 
have against the acts of 6 few that reflect 
upon Canadians as 4 whole. 

"Yours sincerely, 

"(signed) Benjamin A. Javits 


"President." 
MR. JOLLIFFE: What appears on the letterhead? 


THE ACTING CHAIRMAN: Independent Investors, 


Inc., 630 Fifth Avenue, (Rockefeller Center), New York. 
TFS CRAIRMAN: Whet is the address? 


THE ACTING CHAIRMAN: 630 iifth Avenue, Rocke- 
feller Center, New York City. And is signed by Benjamin 


Ae Javits, as President. 









We ” 
: 
7 
/ wat 


; 7 cies | » be 
A028 ee A gp 
iY £e 
bx Ser 
: oh 
t-<, 
ett. 
és s 
° + % ~ 
ae \ 
‘ P i) 
~ . 





ae 


2m 2 


aa 


Log owd, Sno te 


oe 


PSY hovwas ote. 


= 8 
2 Bae ae 


iietoalr mage 


pashan aogu 


= “tne 


SK). ,pusova AtI2T O65 .. oat 


nla iG 1 Se on 


t 


to Nook, wa ,geatseD tafser 


~tiebigets na ,et iyst «A, 
4. byt > eS =e aOT 


xf 
= 
ates 


2708 


BAHIBIT NO. 151: 


Lennox 


Letter August 
end, 1951, 

Javits to 
Attomey-General, 
as produced by 
the Attorney- 
General and 

read by the 
Deputy Chairman 


THS CHAIRMAN: We can acknowledge one point 


enywey, thet we have not 4 political Committee. 


TH ACTING CHAIRMAN: On the last page is a list 


of the Board of Directors of this Independent Investors, 


inc. $ 
"rs. Amos Le Beaty, New York, 
"Martin Birnbaum, New York 
"Hdward T. Clark, Florida, 


"Halfdan Gregersen, New York, 


"Benjamin A. Javits, Connecticut, 


"Mrs.e Howard C. Lawrence, New Jersey, 


"Douglas McCrary, Texas and New York, 


"RWrank %. Mullen, Canifornia, 


"Alison Reppy, New York." 


WR. JOLLIFFG: Who isc Benjamin Javits? 


THE ACTING CHALRMAN: The fellow who wrote it. 
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MR. JOLLIFFH: “Economist, lawyer and author." 


It sounds like the hon. Attorney-Gencral (Mr. Forter). 


THS CFATRIMAN: He has demonstrated it in the 
letter he ls written. Perhaps I should reply now in 


e literary way. 


THS “ITNESS: He mentioned 5,000,000 Americans 
being involved in this so-called swindle. If you refer 
to the informetion givdn by the Better Business Bureau 
of St. Louis, there were 52,000,000, so they are losing 


en average of ten dollars each per year. 
BY WR. JOLLIFIFE: 


Q These might include shares which grandfather 
bought in 1915? 

A Yes, and they do not draw attention to the 
fact that some of our best mines are virtually controlled 


by American capital, and they forgét about their winnings. 


THE CPFATRMAN: I suppose the 5,000,000 would 
include shareholders in International Nickel and 


Noranda? 


MR. JOLLIFFE: They put it on the other side of 
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the picture. They say: 
Mle gre informed that more then 
5,000,000 Americans own shares in Canadian 
mining and oil companies for which there 
is no market, and which cannot even be 
sold at a loss.” 


Thet does not refer to Nickel. 


THE ACTING CHAIRMAN: Those are the bad ones. 


i 


THE CFAIRMAN: If the $52,000,000, which the 
Better Business Bureau mentioned, is reduced to, say, 


2,000,000 at a minimum, as lir. Lennox worked it out--- 
THE WITNSSS: Just 9,000,000. 


THE CHATRIAN: Then the amount of loss per share- 


holder is perhaps insignificant. 
TPE ACTING CHAIRMAN: %2,00,.or %1.75. 
BY WR. JOLLIFFE: 


Q Before we leave that; it occurs to me that the 
estimate Mr. Lennox made was very interesting, but it 
may be possible to find out exactly how much money is 


coming in for the purchase of Canadian securities, 
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because when that money comes in, the securities have 
to be shipped out, do they not? 

A Yese 

Q Am I not right in saying that the Foreign 
Exchange Control Board knows exactly how much it is? 


A I think they do. 


iMRe JOLLIFFE: I am inclined to think we should 
ask to have this figure from the Foreign Exchange Con- 


trol Board. 


THe CHAIRMAN: I think thet is a very good 
point. If the facts are available with complete accuracy, 


it is much better to have those figures. 


MR. JOLLIFFE: In connection with this whole 
subject; there has been so many statements made by so 
meny people, I would very much like to see it narrovied 


down to facts, which can be established. 


THE CHATRMAN: Whether or not the Foreign 
Exchange Boerd could segregate that sort of transac-— 
tion with which we are concerned, from other shipments 
of stock, I do not know. At any rate, I suppose we 


could make an attempt to hear them. 
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MR. JOLLIFFE: They may have shares segregated 


from bonds. 


Tha CHAIRMAN: Yes, but there must be a great 


many going and coming across the border. 


MR. JOL IFFE: I would suggest that the 
Committee, through its Chairman, communicate with the 
Foreign Exchange Control Board and ask them if they 
can assist us. I think there has been too much wild 


talk. 
MR. VILLENZUVE: Too much exaggeration. 


THE CHAIRMAN: No doubt there has been exaggera- 
tion. There no doubt have been some abuses, but got 


on the scale as represented, by any means. 


THE VLTNESS: The next item I have noted is 


the change in firm namese 


MR. JOLLIFFE: I do not know as it is necessary, 
but I would move that this Committee, through its 
Chairman, communicate with the Foreign Sxchange Control 


Board and see if they can help us. 


TOE CHAIRMAN: I will undertake to do that. 
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(Motion agreed to) 


THE WITNESS: The next I have is related to 
tris question of fictitious names, and gives an 
illustration of a broker in good standing. 

There wes a brokerage firm doing business in 
Toronto for many years under the name of Gordon Daley 
6nd Company. Then iir. Mallen carried on under thet name 
after Mr. Daley eithor died or retired from business, 
and they cell thet a "fictitious name." 

This would seen to me to affect an awful lot 
of 61d Country law firms, as a matter of fact. 

So Mir. Mallen incorporated, and celied his 


concern "Gordon Daley and Coimpeny Limited"-- 


IMRe JOLLIFFS: You will permit me to interrupt 
youe I think it is not only the 01d Country law firms 
which use the names of long deceased members, but 


New York law firms as well. 
THE CHAIRIIAN: And Toronto. 


MR. JOLLIFFS: Including Messrs. Sullivan 
and Cromwell. I do not know how long they have been 


dead, but it is a long time. 
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THE WITNESS: Thet would be fictitious, under 
the S. H. C. 

One broker cerried on under the name of 
Brentwood Securities, and he was forced to drop that 
neme and use his own name. 

Q Who forced hin to do that? 

4 The United States Postal suthorities classified 
it as "fictitious," and they had his mail stopped. 

Q, The charge ic thet after there was an order 
issued against him in one name, he got a license under 
the name of "Brentwood Securities"; is that correct? 

A No. He dropped “Brentwood Securities," and 
used his own neme. 

Q It was the other way around? 

A Yes. iI am dealing with this letter (indi- 
céting exhibit 131). I eam not dealing with the official 
Se E. C. attitude. They sre dealing as their laws 
dictate. 

This goes back qa little further. in March 
of 1950 all of these fraud orders started to fly around 
from the Postmaster-General's Department, at Ottawa. 

I would have thought at least that the Postmaster- 
General's Department could have done would have been to 


notify us who had the orders. We are not mind readers. 
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' IT am not trying to mislead anybody, I did find. out, 


but I did not get it officially. 


Q) Do you mean you had to ask for it? 

K Do not embarrass me. I did not get it from 
Ottswae 

Q I think we should get the name of this. I 


understood you to say that the Postmaster-General 
issued orders denying the mails to a number of business- 
men in Toronto, and they did mot notify you? 

A Absolutely, they did not notify me. 

Q You testified that at sone time or other the 
informstion came into your possession? 

A Yes. But the one point I am tryiug to make is 
that at the time Ottawa did not give me the information. 
If Ottawa wanted us to take action, why did they not 
let us know? 


I said I did get the lit, but not at the 


time. 
BY WR. HOUCE? 
from - 
Q Did you try to get it/Ottawa, and it was re- 
fused? 


A No, I did not try to get it from Ottawa. I am 

























Fe in 





7 suo GHit HIS TT, Wodtyne beetete oF toa jon ms a 
a) r 
= : ylsaiol Tio +f oe Pom: £5 t see 
7 _: af Zot oee od bet goy gee POY od’  *~ @ 
i, , : 
ao 7 
2 i jog don Bf0 T -ce sentupdhe Yor of > ~ 4 *y 
. +, eaves 30 
oy ees . 
~eiay Za men ect ges Hiveata ew Maia?’ Ra ¥ 
[prone tadeauiteot odd cadt Yaa OF Toy bood stOb me 
ig ka “ew Gabi ot titow eft skiyres etebs: 9 Beweah 
tuo Cildwa Tom PLD tes ‘Ate , otiertot ef sem 
7 i a : An ae Vg Foal - 
on YTidon got DLS vende .yhecuiosas A’ 
‘1 ig teudto 20°8nnY aoe J tedit bel tiveed ert os. se 
“oo | ‘ 
if > ete ts 50) ROT: FT ee Oss ated = - 
E ra Ou ee y ie oe 1iion e00 8 BF tue «@ a x i 
: e i o ; _ _ Ape ae F 
sOolianio tit odd svin dot, BiB, sweet w abe edd Je eur ‘a 
"Sh. BA ae “es ae a oe = 
: Bt ts ee pra 
at 2 Hie! a - ‘ tr Sate Pres 
son Vadis £5 vdw .cordaa stat ox eM" ‘Eeeaaw aited tO" 7 
aoe TE a3 Ei ca eee oe ’ ‘ 
é ; ee ea au JeL .< 7 
. ER ; een te oe ers a : 
it te ton.tut’ 2? if edd seg BLO t Oita ye 
* r S- ? r L ies : 
eukd. 7 
a 
ae 6 ry 7 i] 
As ‘MOUNT Vit YE an 
oon any sb bas pwd sHO\81 tom OF WTF 9%, BIE 2 
: 7 i ay 2.4 bas Sat a, : ; 
- re bee a a4 
r d : Li: oe 
ao J weted20:tnst 62 198 ‘ed ti ae abe _ 





Ora 


a = ae 


jae rd 


2710 Lennox 


giving this to try and explain the difficulty the 
Commission was encountering in dealing with this 


situation. 
BY MR. JOLLIFFT: 


Q Two questions very neturally arise in the 
minds of anyone. Question number one; why in heaven's 
neme would not Ottawa notify them, and question number 
two, if they did not, why did you not write them and 
ask them for the names, and that you had been protesting 
thet they did not send the names to you in the first 
place? 

A Because I managed to get the names probably 
as quickly as I would have got them throvgh Ottawa. 

I wanted to know whether Ottawa would send me the 
information. It is not an isolated case. The United 
States gut horitiese did the same thing. 

We are corresponding withébdout 47 states 
in the Union and the S. E. C., and a lot of others, 
and I wanted to know ihat Ottawats attitude was in 
the matter. 

Then they talk about some person,: 

*aAnother Governor, an american 


citizen, representing the salesmen's 
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division of the Association, holds 
top position as salesman of paper 
mining stock in the United States." 
I do not know whet that means. I do not 
understend it. 

Q Thet has reference to the salesmen's repre- 
sentation on the Board? 

A Thet is guite evident that it refers to the 
salesmen's representation on the Board, but why should 
he be called the "top"---what is the exact phraseology? 
"Top position as salesman of paper mining stock in the 
United States." 

I do not know what that is. It does not 


meen anything to me. 


THE ACTING CEATRMAN: It was the Governors of the 


Broker-Deslers Association they are talking about. 


THt WITNESS: No, the salesmen's representa- 


tive. 


THE ACTING CHAIRMAN: Oh yes. It says: 
"Another Governor, an American 
citizen, representing the salesmen's 


division of the Association, holds 

























bien’. aotdaiooead edt to Ho tetvEs 


tong Xe Hamspled 8 arene a ah 


* Betete beTho ety me aooss autit a,” 5 ae 
jen ob Le abpeR tad. daciw worl von ob, Cee us 


on oat Baasereba 


- a 


Lenqor 2 i dighiniod wet ott t od ooneraten asd Ra Q° 


nae ee Oe 
ca 


4 ee eta a ; ne igok edt Bo. sabsaztae = 


Cad Wea 


odd ad etoet: vt vedt sneptive ‘eoisy oak aatt oY bs n° 


Bisa ae ar sud 4 FL eod and fig | welsotasionsen, afgoure don 
satu Onuptig Sooke Bag ry ject i eee bead er od’ ad 
as a. dood a potter SOQR 2%, amioltas "ha, abil goq gem i. 
ee ‘penkatt : 
toh weob 07 ead feds tad ‘qhesl Sonk 98. r “4 a 
CG Bs aS se aes, sta of eee fant 


ee f ; / ie ave f ne 
= : ; : ne ie 7 
oft Tan ere vO Y i? sew ot iis ith ve, eae fog At , 7 


anne pe ose 


patie gnhufas diaegad? OLS 2 00884 vrofsecneilen@ | 


ae 
Maa: 


i ime Tigewig Ol a neugelam aig ot a ee 


ao cAgios 


SA ewe : aie ya 
sian dt, nae a0 
Pa a a NG a ee Pe 
is DLaec8. ie igmterod 


' 
7 re 







‘eer 
Got ee 


d*nogaatos add aks 





2712 Lennox 


top position as salesman of paper 


mining stock in the United States." 


MR. JOLZIFFE: I suppose it means he sells 


more then other salesmen. 


T™>s CHAIRMAN: He is successful in his avoca- 


tion. 


THE WITNESS: He was registered with the Comnis- 
sion in 1933, and that is rather @ pertinent date, 
because that is when the Federal Securities’ laws were 
passed in the United States, and in view of all 
communications, no doubt some of you have received 
the same information I have, and we will have to inves- 
tigate to see whet the truth of the matter is. 

I do not know of any member of the Board of 
Governors with a criminal record. If he has, it has 
been 6 matter of appearing before the full Commission 
in the general review, and the Commission has con- 
sidered he has paid his debt. 


If it is necessary, we can check further on 













hom eS 


cagag. Yoo waEs: ee Re hin td Bale ‘gas 


_ ' wegett. Beatad edt af foots Satate . 


Jaiv ah, _ 
a ier, 
Ue = f 
+ 08 aL cite nedt eto 
F 
i \ ¢ es ES ame “ L tt "ie a. per 2: 
= BODE + PL ULM sages on es Bre reine aoe 6 RO , : 7 
ar ee Nae 9) oa Gee i 


i ote i? 








= 
7 7 
, te Bien ae tate a 
EE tusk anes Bad Nd fw «ee 0aF au te AED t of “ ia pine 
ee: 
4 os 7 ‘Ses 
Pera a er ee j SL yee : : 
odeb @noatiyes @ weddet ef etn one (Beer at Eon Re 
ws, Peas NPA Po, an # F ceed ao aed L 
ee: RA “Sul AES Oyu ar SESER Ls db 08 She © Ss ener 
‘ ee he. 
eet me leg 
be 4 GE “1 ‘Ste +8eace¢ ee Ce rR at pessaedg 
= . Oak 
a a . 
a or wart inaee 4 Sway a ic a... SPT sich aot mime 
Sv POR. Svs LOS LA Sse OLG - id ® BSI 692 ie OF, 
z i cy ars 5 
‘3 hy Seed en ae ey Saree 
mieaval ot: even /fi4 Ww hig ved 7 toleaeite iad MFG SAT, 
aaa a ieee 
aS “ be * 
F Rey ? 
et, - Sug Sv ic bi kid « Hid. i tiv 
Ba Gee so : ‘ 
io. Lite 62° 1a. sare Ws 16 Foun 2or 
% Saeed Ue she ond = a : a 
sed 32), jet ef 3D). Babee Leiehto a toiw Licata hi 
: a % 2 fe or 
' te oe 7 me ~ 
« a Re ran ‘i ro 
mes ae dee tt 
ate ; y een , 
YOULGRInGa) dt bt %- O42 SOis. rae jeu ‘7 6, esr am big =e pls 
he ca asrectare Ae > om 
= 2 ~ rs : = 


m f1tk: Ben oksse bie i crt ;"Eoe ‘webret Sexonen sia Pr 
| a = 
gdab ala piad dad of herehke. 


nah tie a 


5 aglcemt Acote wea ey Sagdeboen ai 32. T° 


oa 





2713 Lennox 


THE CHAIRMAN: 


Q May I ask this? Have you ever had any letters 
from this organization, the Independent Investors Inc., 
or any correspondence with them at g@ll? 

A I do not think so. 

0), And the thing that occurs to me, you would 
think thet an organization of this kind, interested in 


protecting, as they say, e certain group of share- 


holders-— 
MR. JOLLIFFE: 5,000,000. 
BY TPE CHAIRMAN: 
Q Lutte they had any complaint, the first person 


they would get in touch with promptly would be the 
Securities Commission? 

A I think lir. Foster is connected with that 
organization, and he corresponded extensively with Mr. 
MeTague soue years ago.. 

I think, sir, you were out of the room when [ 
explained it. I had an appointment with Mr. ioster 
in June, but he was unable to keep it because he had to 


return to New York earlier than was anticipated. 

















«HAVRE A 3 Er. 


Ane ‘ es Es as 
ee ee a 
eget iut Saws pod Save any” evan es ety 36. i Raed ms 
Se ee | : aa tebe tay Os E 








| zs eg: eer fi ; 
i ity “taeeipyetiak aaa ‘nottest Aveto ‘etn g: rit 
eS ers 5 et aes ‘ a “ 7 Rare, res 
ie : é et Dak ; ; 
- aoe | Seer Cat iS a - we ” ; : ” a 
Wolte Fe mend diiw sodernodesttos Yae 16 
Sy - + ‘ aa : 
Pre ee Edy?) Yom OG 4h ; De 
; é ee 
ee te SGHOG0 J8He 2 ee 3 y fe aes 
zt le c+. i i er Yin Syren) 
7 i & 
Me Ree ae * Nege yo) ‘ine . ~— te rare Live a : 
2 eae eis 2 hed ie Ga FHS TAGBIO CH @ 39 oF dnd fh i, 7 
5 P an Yom: + ( . - Cae een wenn _ ; 
y * N A a2 
ois nPadiTse a) ess Weds, Be age yootox ae OTe 
° : eB . gr s ‘ eset a : a 
ae 4 
; amare Db 
a 
+ « ¥ 
St eae 
Pores on ‘ 2 ‘f * Phe 7 
Fi ? 
sa se de age 
aTiA iad s iat eae 2 f 7 
pe 
», pop se ia = i 
rs Pps . - 
™ ag yest i a yf ; 
(ee ; aA Oe oak ae Lua 7 aL a ). ti ;, 
a ee - =H % . 7 ; - Lo 
i ad btu Ulddmoty wile doves AL geg-68 aig! Nene a 
i co | or ’ : eae fs ese 4 ; 
ae goon Mie ee ie ; 
Siais otmmod sohitanehe F 
tom my bed ~ ai t : 
Peds a yi 9 
cs ae eo Ait J ae e Be 7 : ae - . 
tats Siw, besos ay af TSafeou »« tu aan s ; fo 
of ed : ae Begs: re rte Gee 
senate nts 
(4 % rt ays el as Se a Seep Nis Serine us KAS (fol $05 288850 © 
ij « oy a A! i 


‘é 


Paeteemeit J aca exe 24 = 
ane mare 502, ougetelt a} 


Ge ee oo ce >, a= - 
£ eel! te: we! hbk Gr ei " rh via oh ire ue voy ate "glans I. Seas i 
\. 


sede tot Ado “dasanth¥oqad as bod zat 


«“ 


a uf 
— > - a 
% : a 











1 sepshocfeuth: -aahs saunoed pee fra ow ed sud 
. . es rs as 


are . Lennox 


BY MR. HOUCKs 


Q Just along thet line; what have you to say about 
this paragraph: 
"We are informed that the Securities 
Commissions of practically every state, 
and most of the Canadian provinces, 
have registered complaints with the 
Ontario Securities Comiission. We are 
further informed that in most instances 
the Onterio Securities Comission has 
not even acknowledge these complaints 
and, therefore, has probably not inves- 
tigated eee 
A Mre Cameron, the senicr solicitor, has gone up 
to get our mailing records vhich is a well-kept system 
of checking people, and checking correspondence, and 
we have, I would say, ere eee answered every 
communication. 

The onhly vestige of truth there could possibly 
be in that would be that people receive gq letter 
concerning those against whom cease and desist orders 
are issued. They ere mimeographed, and sent all over 


the United States, and across Canada. They are merely 
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routine, andi think do not need to be acknowledged. 

I do not think there is any more reason for us to 
acknowledge ee circulars which they send out almost 
daily, than there is for them to acknowledge our 


bulletins, which we send out. 
BY THE CHAIRMAN: 


Q There has been no significant conuplainis brought 
to your attention by mail which has not been answered, 
that you can recsll? 

A The secretary of the Commission keeps books for 
whibh I have sent. I orecord ever) letter thet 
comes in and the member of the staff to whom it has been 
referred, and she has to be satisfied it has been dis- 
posed of, and the. she marks it with a "C". It is as 
good a record as possibly could be kept. 

If some person is dilatory, she gets after them. 
She gets after me frequently. Probably I am the worst 


offender. 
BY iTR. GRUMMATT: 


Q Whet comnent heve you to make on the paragraph 
in thet letter which states that when some of these 


brokers had their mailing privileges cancelled and were 
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not receivi ng mail, that you sent a special message 
to them to cell in and get their licenses, knowing 
they had their mailing privileges cancelled? 

A I think the letter says that we had notices 
inserted in the press advising the Broker-Dealers 
ee ell and sundry---to call for their mail. I 
think thet is really absurd. I think that sort of 
relegates thet letter for what it is worth. 

What did happen? March is the registration 
period, and some of these Broker-Dealers had sent in 
their 4150.00, but had not received an acknowledge- 
ment for their money, let alone their registration 
certificste. Our own mail was returned to the 
Commission, and soinebody in the Commission rang up 
the broker and said: “If you want to get your license, 
you had better call for it." 

Thet was/period when we were still in the 
dark as to what had happened. I heard of this mail 
ban over the telephone from a person down on Bay 


Strect. Thet was the first intimetion I had of it. 
BY MR. JOLLIP FE: 


Qe I'do not think that quite covers the situation 
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with regard to thet mail ban, Mr. Lennox. Did you at 
any time ask the Postmaster-General for the evidence 
on which he hed acte@? There must have been some 
evidence? 

A No, I never acked the Postmaster-General for 


the evidence. 
‘BY MR. GRUMMETT: 


Q Nor aia he voluntarily send youthat infor- 
mation concerning the ban? 

A I might as well tell you the whole story about 
the mail ban, although I did not think it would add 
anything to this. 

The Whole thing was instituted by the United 
States authorities. They found there was en indivi- 
dual here who was making Tea ae and this individual 
was acting on the information supplied by a local 
infomant, and it is quite evident that the local 
informant had an axe to grind, that he was in one 
faction or the other, because some of the worst 
offenders Eas in Toromto a,S a group were left 


out of the mail ban. 
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BY THE CHAIRMAN: 


Q Were left out of the mail ban? 

A Yes, and thet is common gossip on Bay Street. 
I think the mail ban was not worth the paper it was 
written on, because it merely disrupted everything. 

Q You inderstood there was some local informant 
---somebody connected with the brokerage business? 

A There is some person in Toronto who was con- 
versant with the whole situation, and knew what camps 
the different factions fell into, and he was feeding 
the information to the people who were investigating 
this matter, and it was usually erroneous information, 
as a group in Toronto which caused 12% of the trouble 
went scot free, while they very carefully banned the 
mails to some of a group which had lost their licences 
months before, so the mail ban was meaningless. 

Q None of the informants ever gave you the 
information they claimed to have? 

A No, I do not know who they are. 

Q Nor did the United States authorities give 
you the benefit of .that information? 


4 No, they did not. 
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BY MR. JOLLIFFE: 


Q But you have received copies of the findings 


of the U. S. postal examiners? 


matter. 


MR. JOLLIFFE: 


That is quite a different 


It is information. As I under- 


stand, he did not even get that from the Canadian Post 


Office. 


THE WLINESS: 
from the United States 


Here (indicating) is a 


I got a copy of the fraud orders 
autho rities in April of this year. 


letter addressed to me from 


Walter G. Holden, dated April 30th, 1951. 


It reads as follows: 


‘Mear Mr. Chairman: 


"Mr. Callahan has referred to me your 


request for photo-copies of fraud orders 


issued by the Post Office Department in 


this country. 


"T am arranging to have photo-copies 


of these orders made, and will forward 


them to you as soon as they are con- 


pleted." 


me 


_ 
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Later on they came through the Customs. Thet 


letter shows I requested them. 


BY MR. JOL.IPFFE: 


Q, In April of this year? 
A Yes, in April of this year. 
Q, Prior to April of this year, the United States 


Fost Office had not sent you any of theirorders? 

A Thet is right. 

Q The only official notice you had of that was 
what appeared in the S. EH. G. bulletin, I suppose? 


A They were noted in the S. &. Ce bulletins. 


BY MR. GRUIDPETTS 


Q, How long afterwa ds did you receive these 
bulletins? -- after the orders were made? 
A They are issued monthly. They are monthly 


bulletins. But I do not know whether they were 

U. S. fraud orders or Canadian fraud orderse I do 
not think theywould publish their own fraud orders, 
because even this article in the St. Louis Star- 
Times refers to "secret Cai inentsi and they keep 
those thingsfuiet so the unsuspecting victim will 


cross the border. 
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When it comes to that, they would publish 
our official fraud orders the same as we did. The 
Se EB. C. notes Ontario cancellations and Onterio 


prosecutions, by the same token. 
BY MR. JOLLIFFE$ 


Q Mr. Lennox, even accepting the particular mail 
ban by the decision of a foreign tribunal, and also 
accepting the proposition---as I do---that if they want 
cooperation, they should also be cooperative, and they 
should send you the information they have without 


any request for it. 


THE CHAIRMAN: That is, if they want you to 


act om ite 
BY MR. JOLLIFFE: 


Q In eny event, they should probably do it. 
Even accepting all that, the question still arises 
should not the Ontario Securities Commission ask for 
the evidence and the particulars of any case dealt 
with by a Federal authority or by a foreign authority 
involving an Ontario registrant? 


In the case of the Dominion gut horities--— 
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our own Dominion Pas hs te, think the question 
is very Pari nett’ but immedia.ely the fraud ree Nee 
were imposed, applications were made. to Ottawa to 
list them, and they were all listed. 

Q Yes, but even so, and even if your admin- 
istration is to have its maximum effectiveness, should 
you not have at your command all the evidence, for 
whatever it is worth, on which other tribunals have 
Se ae they vill give it to you? 

A Well, I have already acted on that, Mr. Jolliffe, 
because I can, I believe, get the material on which 
Ottawa has acted now. 

I was discussing the matter with an official, 
and I said I would get in touch with them as soon as 
this heering was over for the purpose---not of getting 
the formal fraud orders---but of getting the material 
on which the fraud orders were founded. 


Thet is already under way. 


THE CHAIRMAN: We shell suspend for five 


minutes. 
-- Whercupon a chort recess was had. 


-- Upon resuming: 
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-- The Cheirman now in the chair. 


TH CHAIRMAN: Very well, gentlemen, we will 


proceed. 
BY MR. GRUMMETT: 


Q Mr. Lennox, in connection with something 
you mentioned before. I just cannot see why you would 
not consider it good policy to contact the other juris- 
dictions to find out what steps they have taken against 
Ontario stock brokers, or why they took certain steps 
against them. I think thet would give you 4 lot of 
useful information, if you did that, would it not? 

A I have just sent for a file to show you the 
difficulties we have in corresponding with some aie 
side jurisdictions. Their representations, through 
the press, is thet the difficulty rests with Ontario. 
All we have to do is to enquire. [I think this file 
I have sent for will demonstrate that it is just about 
as difficult to get information from some outside jur- 
isdictions as it is to investigate the thing from 


scratch iteelf. 
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Q And you said you had not enquired from Ottawa 
regarding the mail stoppages. I was just wondering 
why you did not say, "Now, I am Chairmen of the 
Ontario Securities Commission; it is ry job to adminis- 
ter the work of the Commission; JI would like to know 
just what you have against these brokers". 

A Well, if I did not, I was probably guilty of 
poor judgment. But I explained I hed very little 
faith in the whole operation. I thought they had missed 
the point. 

Q You had no faith in the judgment used by the 
postal authorities? 

A I did not put it that way, but if you can believe 
what you read in the press -- and I do in this 
instance -- the report is that Ottawa, in the future, 
will not impose a fraud order against any individual 
without a fearing; that there will be no further 


ex-parte orders. 


BY MR. JOLLIFYE: 

Q. That is a little different principle. 
They must hsve had some evidence but, in any event, 
I do not know how one can conclude what the value 
of the evidence is without sesing it -- whatever it 


was. 
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There is a further point; I think thcy are 
under some obligation to give it to you, if you ask 
for it. The Judicial Committee of the Privy Council 
held, in 1932, that security matters were within the 
jurisdiction of the prowince. I think it is up to 


the Federal authorities to co-operate, 


MR. GRUM.ETT: And supply the information 


they have in their possession. 


THE WITN2SS: I have an arrangement now where 
I will be able to get the material on which these 
orders are founded. 

I would like an opportunity now to introduce 
some evidence with respect to answering correspondence 
and complaints, 

Every day the Secretary of the Commission -- 
who is also my Secretary -- lists every piece of mail 
which comes in to the Commission, and identifies it. 

For instance, we have here (indicating) B. R. 
Pierce of Wyoming. The subject matter is "L. & B. 
Petroleum", It was referred to Mr. Jarvis, and when 
Mr. Jarvis has disposed of that, there is a "ct 
entered, indicating "complete". 

There (indicating) is Rees lst, covering 


the first bid, and 7/8ths on the second bid. 
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There (indicating) is February 2nd. And so on, 
nt by day, and month by month, 

Moreover, we keep a record of every Latter that 
goes out. Most every office does that, but every piece 
of mail is recorded, and here (indicating) is the record 
from February of this year on, and I think the record 
speaks for itself. 

Then, Mr. Jolliffe, I will have, in a very short 
time, a complete record of the number of the members 


of the Broker-Dealers' Association. 


BY MR. JOLLIFFE: 

Qe This is quite a lengthy letter and while 
being read over, it is not easy to recall all the 
questions asked, and I think it is in your interest 
as well as the public interest, that some of these 
statements which have been made, should be cleared up. 

The statement is made here (indicating) that 
many of the brokers involved in these fraud orders 
made slight changes in their firm name and changed 
their addresses, and continued to operate under a new 
license issued by the Ontario Securities Commission. 
And it asks, “Is this so"? Is there any case where, 
following a fraud order, a broker-dealer changed his 


name and moved to a new address, and then got a new 
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license from your Commission? 

A Not that they changed their names. They 
abandoned their "fictitious name", as it is termed in 
the United States, and in many cases, reverted to their 
own name. 

They might have moved their offices, but we 
have had an illustration, in regard to Heyes & Co. using 
first the full name, on one occasion, his initials on 


another occasion, and having a separate mailing address. 


BY MR. GRUMMETT: 
Q. Is it necessary to have a new license each 
time there is a little change in the name? 
A Not a new license, but an amendment would have 
to be made so that the records would correspond -- 
Q.- With the new name? 


A Yes. 


BY MR. JOLLIFFE: 
Q. There would have to be an amended license? 
A Yes. 
Q When Reyes changed his address, did he 
notify you that he was doing that? 


A No, he did not, no, 


Q So there was no amended license in that case? 
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A That was a case ir a fraud order. L am refer- 
ring to a case where they say they changed their name. 
They were bound to change their name or abandon their 
"trade name* as we call it in this country, and use 
their own name, because the United States authorities 


said the firm name was a fictitious name. 


BY MR. GRUMMETT: 
Q. it affected the dealer? 
A Yes, 
Q It would not affect his standing as to his 
reliability? It would simply affect some trades in 
the United States? 


A They stopped his mail. 


BY MR. JOLLIFFE: 

Q. Heyes did more than that. He did more than 
just drop his trade name, and start using his own name. 
It was more complicated in his case. 

A I appreciate that, and he only got half-way 
through his issue when his registration was cancelled. 
Q ‘Before it was cancelled, did he ask for any 

amendment in his license? 
A No, he was registered with us under cne 
name, and one name cnly. 


Q Then do I understand you to say there have been 
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no cases of the kind here described (indicating) -- 
let us be fair about this; this is a case where a 
fraud order was made against'a broker; he moved to a 
new address;. he changed his firm name and he gets his 
license amended so that it shows the new name. 

A Here (indicating) is a case where a person 
traded under a name, such as "First Securities", which 
was a trade name, and supposing his name was John 
Smith, he would drop the "First Securities" and use 
the name "John Smith" so he would not be called 
fictitious and he amended his registration accordingly. 

There are a number of them. For instance, 
Gordon Daley & Co., Inc.; not necessarily using the same 
name, but they formed an incorporated company and 
their registration was amended accordingly. 

Some of them may have incorporated for other 
reasons beside fictitious names. They probably thought 
it was better business to operate as an incorporated 


company, rather than as a partnership or an individiual. 


BY MR. GRUMETYr: 
Q. Would the United States authorities recognize 
an incorporated name as being a proper designation? 
A Oh, definitely, Mr. Grummett. They recognize 


that in their own companies, 
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BY MR. JOLLIFFE: 
Q. Did not some of those incorporations follow 
these United States fraud orders? 

A Yes, I have just stated that. 

Q Do you not think that was one of the reasons 
why they incorporated. 

A No question about it -=- the fraud orders and 
fictitious name orders. I gave the name of Gordon, 
Daley «& Co.; that was supposed to be fictitious -- 

Q That is a different point. You have also 
mentioned the case of a man who carried on business 
under his own name or a firm name and then incorporated 
with a different name. 

A There are cases of that sort, yes. 

Q And some of them have followed the United States 
fraud orders? 

A The United States and the Dominion. 


Q Of Canada? 


BY THE CHATRIMAN: 

Q. Would they follow fraud orders? 
A Some of them may have. I have not checked that. 
Q Not to your knowledse? 
A No. I did not have a complete list of fraud 


orders and fictitious name orders until April of this 
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year, and as far as the deal was concerned, one was 
the same as the other, It effected their business 


in the same way. 


BY MR. JOLLIFFE: 

Q. Let me give you an example; is it not a 
fact that there was a broker named Allison, who was 
denied the use of the United States mails? He then 
incorporated as "Greenwood Securities Ltd.". That is 
the case where the Greenwood Securities Ltd. got a 
license? 

A Yes. 

Q You see, Mr. Lennox, the inference which is 
drawn from that procedure -- whether it is justified 
‘or not -- there was some criticism both in the United 
States and Canada that your Commission lent itself to 
these changes of names or incorporations following the 
United States fraud orders, and that was calculated 
to deceive the public and the post office and they 
carried criticism to the point that your Commission 
should not lend itself to that kind of device. 

A If it had been a case of opposing, or trying 
to operate against the Dominion authorities, I think 
it would have been very serious. Perhaps I should not 
say “very serious", but there could be a lot of merit 


in the criticism. 
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I do not Bp ants Ontario Securities Commission 
has to operate for the benefit of am S.E.C. 

Q I do not think anybody has ever suggested that, 
Mr..Lennox, and, quite frankly, I do not think the 
issue should be obscured by that kind of defence. Is 
it in the public interest of the people of Ontario, 
that anything whatever should be done by anybody in 
Ontario, to facilitate changes of names or changes of 
identities on the part of people who are violating the 
laws in a foreign cowmtry? Is that in the public 
interest? 

A Possibly not, that is a matter of opinion, 

But suppose Allison said, "I wait to incorporate 
for my own protection to limit my liability, and the 
Commission has no right to prevent me invoking the 
laws of the land, in order to limit my liability", 
what could the Commission do then? 

It would be the obrious thing for Allison or 
any other person to say that. 

Q It would be more convincing if it was at 
the beginnings of his operations, rather than just 
after the fraud order? 


A Definitely. 


MR. GRUMLETT: Or the fictitivus name order? 
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BY MR. JOLLIFFE: 

Q. Now, I think it is only fair to get this 
cleared up, too, 

The original Board of the Broker-Dealers' 


Association was appointed by the government? 


A Yes, 

Q And the present Board was elected by the 
members? 

A Yes. 

Q You had no part in that dection? 

A No. 

Q So you are not responsible in any way for 


the identity of any members of the Board? 

A No, IT am not. I was not responsible for the 
first Board either, 

Q You were not the Commissioner then? 


A No, 


BY MR. HOUCK: 
Q. I think you told us that all the broker- 
dealers do not belong to this Association. 
A They do now, 
Q They did not have to, before. 


A There was one year they did not all belong. 
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BY MR. JOLLIFFE: 


Q. And thereby hangs a tale. 


THE WITNESS: I have the figures of the members 
of the Broker-Dealers -- the number of the broker- 
dealers who are registered. There are 135 firms or 
individuals registered as broker-dealers, that is, 
holding a single registration as a broker-dealer. 

There are 26 members of the Toronto Stock 
Exchange who are also registered as broker-dealers. 

There are 2 individuals registered as broker- 
dealers, members of the Toronto Stock Exchange, and 
members of the I.D.A. 

There are 8 members of the Toronto Stock Exchange 
who have dual registration, that is, as a broker, a 
member of the Toronto Stock Exchange, and as broker- 
dealer, who are not members of the Broker-Deallers 
Association, by vitue of the fact that vhey not engag 
in primary distribution, and they simply took out a 
broker-dealers registration to protect them in case 


they took down stock. 


Q Is that in addition to the 26? 
A Yes. 
Q And they are not members of the Broker- 


Dealers Association? 


Pe RON 







-~ =e 4 d « " 
sighs “PENS ie tat. Mel 


""efet 3 agnad ¢dorent BoA 4D . 


F, bs) i = 
cp 
4 
Ge 
; — ay fy Las 
mf eyemr. oat 
an) 2 Cr oN. 











sane Tos ; aid ole eto: 
ir Bhite ‘+ ied F 
ay ee id = Ea rim ME ef Ar pias 
p Pho BOD Yetald il is 
; ee. oe BMT, re . ve 
SS a Vga Ie oe aie : + oy : ; : Phan OS 
geo ya ' Pe “~ my ‘ ‘ 3 
pases - Dar WOOT! Ow iis f 7 w L432 fe aN 


Ae Tete as eek 
74S ait av. noi 





eek. 


me fer ra 
ee ee tiene 


ord RT ee NE 


- sive “Sat to sredhen tor exe ee ce 


Vio ea 


eLedsivm ~et 
Le : \ 








Hans 
re ar ® ai 
mod 


rons 


2 
Ah - 


‘ 


A. 


c 


ai | 






7s 


Broo Lennox 


Q. They should be excluded then. They are not 
strictly speaking, broker-dealers? 

A No. It is just eae matter of Eecvenciony Any 
member of the Stock Exchange who intends to engage in 
primary distribution was obliged to be members of the 
Broker-Dealers Associction, 

The Assistant-Registrar here (indicating) has 
indicated one member as non-member of the Broker-Dealers 
Association. I do not know if that is the same chap 
from Jestern Ontario, who has been exempted throughout. 
That takes me a little bit by surprise. It may be 
the same one who was exempted from the start. 

Q Then it comes to this; including all the manbers 
of the Stock Exchange and the I.D.A., there are 135 
licensed broker-dealers? 

A That is right. 

Q But this figure would not include the man who 
was cancelled yesterday? 

A I think the Assistant-Registrar has eliminated 
him. 


MR. GRUM ETT: As well as you have. | 


BY MR. JOLUIF-E: 
Q. I want to look for a moment at that figure 


of "135", I think I am correct in saying -- although 
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I have not been able to count them in this list -- that 
about 465 of those are from out of town? 

A I think it would be in that neighborhood. 

Q That 35 was the actual fissure in April. I 
counted the list in your April bulletin, and 35 had 
out-of-town addresses. 

A Well, Ferguson, of Brantford, resigned around 
that period, and it is either 35 or 34. 

G& These 35 out-of-town men do not engage in 


big distributions on their own, do they? 


A They sometimes participate in -- 

Q With those associated with Toronto houses? 
A Yes, 

Q But they do not initiate distribution? 

A Very, very rarely. I think Mr. Dean up in 


your district has a promotion issue, but, as you say, 
it is very rarely they initiate one. 
Q Have you every known any of these out-of-town 


houses to stage a mailing campaign to North Americans? 


A Well, Orser & Carey, from Kingston and Toronto -- 
Q Did they lose their license? 

A Yes. 

Q And they were associated with a Toronto house 


were they not? 


A They originated in Kingston, and opened up a 
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branch in Toronto, and then they called the Toronto 
office the head office and the branch office in Kingston, 
Q But did not your findings indicate that it was 


as . 
notsit appeared to be; that they were not independent 


operators? 
A Yes. 
Q But, in any event, they are not now registered? 


A No, they are not. 
Q That solves those 35. I suggest to you there 
are another 20 or 29 of the broker-dealers who are not 


very active this year. 


A I would say possibly more. 
Q Would you say 25 would be a safe figure? 
A I would not dispute your figure of "20", but 


I certainly would not say it was any less. 

Q At least 20? 

A I would think it would be at least 20. Of 
course, something turns on what you call "active". 
They are certainly not active in primary distritutions. 
There are some of them you do not hear very much about. 
I think they are broker-dealers, and they probably have 
a fair little brokerage ee eee and have clients. Some 
of these houses we have been criticizing do not have 
clients; they have mailing lists. But these little 


fellows really have clients. 
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. Q - And they trade in listed stock? 

A Yes, because they happen to have a clientele, 
and they go to a listed house, to fill their orders, 

Q So of the 1935 broker-dealers, 35 are out of 
town; that brings it down to 100, and if another 20 
are small houses which do not engage in primary 
distribution, that leaves us with a maximum of 80 who 
actually engage-in primary distribut’«n. 

I take it the 35 that you have been having 
are 

trouble with An that group of 80? 


A Yes, pretty much; although some of those cease 


and desist orders are against people who are fairly 


inactive. 
Q Now? 
A Yes. | 
Q Does it not come to this, that your trouble- 


makers are pretty close to one-half of the active 
broker-dealers who engage in primary distribution? 

A Well, there are about 35 left now out of 80, 
on your figures. 35 out of 135 leaves 100, and 80 are 
not active. That leaves 80. And the bad group who 
used to constitute oO percent., I would consider to 
be down to oe oo now. There were 50 when the 
registrations, rather than being a total of 172, went 


up as high, at one time, as 200. 
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Q They .are down to about 35 now? 
A Yes. 


Q 30 out of 80 is pretty close:to one-half, is it 


A Yes. 

Q That leaves a balance of 45, and of those 45, 

I suggest to you that most of them, whom you do not 
regard as trouble-makers, are not big enough to indulge 
in primary distribution on any scale? What do you say 
as to that? 

A Oh, I don't know. They do not engage -- there 
is one house, one of the oldest houses in the unlisted 
business, and it is big business. They do not get into 
trouble, but they promote a lot of mines and have an 
extensive clientele. As far as having the wherewithal 
to engage in large-scale campaigns, they could out- 
distance a number of these other ones, they have got the 


financial backing, and everything else, in their own 


Q There are some broker-dealers on the list, I 
notice, who are certainly not very substantial -- 
individuals functioning almost alone. 

A No question about that, Mr. Jolliffe. For 
instance, -- 


Q Who have just come into the business quite 
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recently? 
A Take, for instance, when the group broke away 
from the Broker-Dealer's Association -- apart from the 


members of the Stock Exchange, which broke away -- 
included in that group there was only one of them 
throughout the year which engaged in primary distribu- 
tion at all, to my knowledge. 

Q It appears to you that these people about whom 
we are talking -- the 35 out of 80 -- are divided into 
two factions? 

A No, they are not divided into two factions, 
When you talk about "fronts" there are two camps of 


"fronts", 


BY THE CHAIRMAN : 
Q. You do not mean that the 35 which you class 
as causing some trouble or anxiety, are necessarily 
er ron te"? 
A No, Mr. Chairman, The story goes on Bay Street 
that so-and-so is a "front", and so-and-so is a "front", 


but one is classed as "At and the other is in class 


thr. oo. 


MR. JOLLIFFE: Call them the "blue team" and 


the "red team", 


THE CHATRMAN: Or the “grey team", 
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THE WITNESS: It is like the National League and 


the American League in baseball. 


BY MR. JOLLIFFE: 
Q.- Is there an American League in the brokerage 
business? 
A No. The “red team" and the “blue team" is much 


more appropriate, 


Q There is no international discrimination? 
A Oh no. 
Q What led you to mention these two factions in 


the first place? I take it they have both been in 
touch with you, and they have both made complaints to 
you about each other? 

A No. I anticipated some difficulty of having a 
holiday between stations. 

The way I first introduced the question. of 
"factions" was when I was indicating that one of the 
greatest concerns of the Commission turned on the 
question of large mailing, and one faction sent the 
word around -- this is the way I analyze it; I may be 
wrong; the Commissioner generally always is wrong -- but 
one faction sent the word out that the other was going 
to engage in a big mailing. 


Whether I believed that or not, it was a very 
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dangerous situatirn because the little fellows would 
say, “Well, if the big fellow is going to start a lot 
more trouble with the postal authorities and spoil our 
business, we might as well get in on the last fling". 
That was my real concern at the time. That was 
why we took the investigators off of pressing work, and 
pretty well covered the whole situation by spot-checking, 
to try and get it under control. 

Q Was that the point where you asked for an 
armistice on mailing? 

A No, I never asked for an armistice on mailing. 
That was the year before. 

Q That was in 1950. 

A I think it was. I had these things pretty well 
in my head before, Mr. Jolliffe. The broker-dealers 
agreed to an armistice of sixty days. 

Q Yes, I made a note of that. That was in 
February, 1949? 

A Yes. 

Q You conferred with the B.D.A. about it, and 

an amistice was arranged at that time? 
A Yes. | 
Q Of sixty days? 
A 108, 
Q 


And it was subsequently alleged to have been 
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violated? 

A The way I heard of it was this; that the 
armistice was subject to this qualification, that any 
person who had their mailing all ready, could complete 
mailing, and the complaint on the street by a certain 
section was that the inside group had been tipped off 
and had taken every precaution to have their mailing 
all ready to go. 

Q That was the first occasion on which you 
encountered the two factions? The two factions were 
involved? 

A That was earlier. I did not know about the 
factions then. At that time I just thought it was an 
inside group and an outside group. 

Q Coming back to the early part of this year; 
you said there was again a critical situation because 
of stories of large mailings. 

A It started in December of last year. 

Q You were beginning to state what action you 
took on that. 

A We started a survey of spot-checking, checking 
here and there, in relation to the houses we knew had 
the wherewithal to send out large mailings, and we 
exacted promises from two individuals to restrict their 


mailings over a period of sixty days. 
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Really, that rather intensive checking was the 
forerunner of quite a few cancellations. 
Q Your investigation, as a result of these rumours, 
led to unearthing evidence which caused you later to 


cancell licences? 


A In quite a few cases. 
Q In cther words, the enquiries were protective? 
A Yes. As a matter of fact, the practice was one 


we got a complaint and made a check on it, it generally 
came out that it was something entirely different, and 
the ground for cancellation rarely was actually based on 
a particular complaint. 

Q Do I understand that both the factions you 
mentioned above, have representation on the Board, or 
just one? 


A I am inclined to think only one. 
MR. DOJNER: Whoever had the larger group -- 


BY MR. JOLLIFFE: 
Q. There were some changes at the last election? 
A Yes. 
Q You might almost say the government was thrown 
out, and the opposition went in? Is there any truth 
in that? 


A Mat is about it. 
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THE CHATRMAN; <A thing that seldom happens 


elsewhere. 


MR. JOLLI?Fi: It happens sooner or later, Mr. 


Chairman. 


BY MR. JOLLIFFE: 
Q. I do not think we have it on the record 
but I suppose we can get it from the Broker-Dealers' 


é£ssociation, the personnel of the Board at the present 


time. 
A Oh yes, I can give you that. 
Q Can you give it to us from memory? 
A Yes. Mr. John Rogers. 
Q He is President? 
A Chairman. Mr. Clifford Wilson, Vice-Chairman; 


Mr. Arthur ‘Thite, Mr. Jilliams, Mr. Perrin -- 
Q That is "P-e-double r-i-n"? 
A Yes, P-e-double r-i-n. 
Mr. Henley. That is seven. Mr. Knight, is 
@ight, and lir. Stearns, another menber of the Stock 


Exchange. 


Q Mr. Knight is"K-n-i-g-h-t"? 

A Yes, 

Q And how do you spell "Stearn"? 
A "S-t-e-a-r-n-s", 
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Q Which members of the Board are connected with the 
Stock Exchange? 
A Mr. Rogers, Mr. Stearns and Mr. Knight. 


Q And who is the salesmen's representative? 


o 


Mr. Henley. 

Q The others are just broker-dealers? 

A There is Mr. Lumsden, from out of town. That 
makes ten? 

Q No, that only makes nine. 

A I had forzovten i:r. Lumsden from Stratford. 

Q He is th ut-of-town member? 

A Yes. 

Q There are ten altogether? 

A No, nine is right. 

Q And did you ever attempt any other mailing 


armistice in December, when you heard the rumours you 


did? 
A No, 
Q You just investigated? 
A This time I thought the Commission had better 


handle it. 

Q Do I understand you to say that you did initiate 
the armistice in 1949? 

A No, D)did not. : 


Q Who initiated it? The B.D.A.? 
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A The Broker-Dealers, 

Q The “3 .0.k. 3 

A Yes. 

Q And you agreed with them? 

A Yes, I agreed with them, in view of the 
situation. I do not believe, as a general principle, 
that one day you should be doing business and the see 
day you should not. But I thrushin view of the serious 
situation, they probably had reached a sound solution. 

Q What do you mean by a “serious situation"? 

What was the justification for that armistice? Wry should 
a group of business men have to abandon their business 
activities for two months if it was a legitimate 

business? 

A They recognized a number of them were sending 
excessive mailings to the United States and were 
causing adverse publicity in the United States, and 
they started to try and remedy ae Situation. 

Q I do not understand what is meant by "excessive 
mailings". Perhaps you ean help me. Exactly what is 
meant by that term? What is the difference in principle 
between sending 10,000 pieces of literature to the 
United States, and sending a million? 

A I think when mailing gets /a point to where it 


is a nuisance, I cannot investigate every angle to 
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that thing, but representations were made to me at one 
time that the Post orriee: in Buffalo was absolutely 
jammed, and was almost inactive owing to the Canadian 
mailings. 

I heard of another case down in a little town 
in Virginia where the local post office, with some 
elderly people running it, were flooded with Canadian 
mail. I know that to be true. 

I know Mr. King, the Commissioner down there, 
end I have every confidence in him. The people of 
Virginia were not taking to it very kindly, because 
the people in the Southern States have not been subjected 
to these kind of things before. It was mostly the 


border points which were affected. 


MR. GRUMMZTT: We might send for the postmaster 


from Bourlemacque. 


BY MR. JOLLIFPE: 
Q. Apart from any inconvenience which might 
be caused to the post office, if it is legitimate to 
send in this literature, what is wrong vith sending a 
Lot +O8 ie 
A I can only give you the information I have given. 
I do not know any more. 


Q I appreciate a very large mailing would probably 
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create some uproar, more than a smaller one, and, 
therefore, might have some nuisance value, but surely 
the administration of the laws of this province should 
be governed by considerations of principle, rather than 
considerations of that sort. 

A Perhaps you had better ask the B.D.A. about 
those things, because it was their idea. 

Q I certainly will ask them. Perhaps I have said 
too much about the B.D.A. 

I do not think I asked you whether the Investment 

Counsellors are required to send copies of their material 


to your Commission, 


A No, they are not. 
Q They are not? 
A They send to us as a matter of record, but we 


do not peruse it. 

Q Are they required to send it to you? Is that 
a condition of their license? 

A It was a condition I found when I took it over, 
anc it has been continued. 

Q L am not criticising it. That is a condition of 
the license, that they should send to you, copies of 
the material which goes out. 

A I do not know that I can put it that way, Mr. 


Jolliffe. I found that they were sending it as a 
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matter of record, and I thought it was good welLey end 
it has been continued. 

Q I am still not clear. Do they do this themselves 
voluntarily, or are they required to do it? 

A I take it they were required to do it, because 
I cannot conceive of them doing it voluntarily. 

Q And they are still doing it? 


A Yes. 


BY MR. GRUM &TT: 
Q. Mr. Lennox, exactly what are the functions 
of an investment counsellor? 

A There are two classes of investment counsellors. 
There are investment counsellors, type No. 2, which 
perform a very useful function, I consider. They advise 
people and assist with their portfolios, and one thing 
and another, and they get a percentage as a fee on the 
value of the portfolio. If the market value of a 
portfolio is (3100,000 their Neecanters is one percent. 
and that is $10,000. That is their type of remuneration. 

The other type of investment counsellor issue 
bulletins or circulars with some form of information, 
and they charge ® subscription rate for that -- this 
is the hard way; they advise people about the value of 


securities themselves. If they happen to strike it 
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lucky, they will say, "John Smith, I told you to buy 
so-and-so a month ago and look at it now", 

All they do is follow the market trends. If 
they hit the market trend, they are in the "chips" as 


they say. If they do not, they are all wrong. 


2 They are boosting certain stocks, too, are they 
not? 


THE CHAIRVAN: Not legitimately. 


THE WITNESS: We found that a lot of them are 
running “tipster sheets", There is a decision in the 
bulletin which shows our position on thet. There are 
four or five survivors of type No. 1 out of 15 which 
were registered at the beginning of this year. I think, 
as a matter of fact, there are seven survivors. I do 
not say there was disciplinary action against any of then. 
Some of them Pectgaen voluntarily. Some of them were 


invited to resign and some of them were cancelled. 


BY MR. “FUNMETT: 

Q- Do you not think that the nane “investment 
counsel" is a misnomer? These men are not strictly 
acting in an advisory capacity; they go out and look 
for their clients and they solicit clients, and they 
send out circulars, and so on? Strictly a counsellor 


Should be man to whom the investing public can come 
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for explanation and advice. 

A I think that point is an excellent aC ee | 
think the investment counsellors could advise on 
portfolio. A lot of them are people of the type who 
would be recognized as expert witnesses in a court of 
law. One testified in an estate case for me at Osgoode 
Hall. There should be a distinction made hetween them, 
and the number 2 type of investment counsellors should 
be able to carry on under that designation -- 

Q And the type number 1 removed from it? 

A Yes, classified in some different way. It would 
certainly be a very popular suggestion with the type 2 


counsellors, I can assure you. 
THE CHAIRMAN: Shall we adjourn? 


THE WETNESS: May I have one minute, Mr. 


Chaizmman? 


BY THE CHATRMAN: 
GQ. Yes. 
A I have just received a memoranda about the non- 
member broker-dealer. I should have remembered this. 
I gave you the wrong information. It was a mistake on 
the part of the registrar. He let him through in the 
rush of business at renewal time. We knew this fellow 


wanted to be registercd as a non-member, and through 
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inadvertence, went through. Both the B.D.A. and the 


Commission slipped up on it. 


BY MR. JOLLIFYE: 


Q. So he is the lone stand-out? 


A Yes. 

Q And I suppose that is the situation for this 
year? 

A Yes. 


THE CHATRMAN: We will adjourn now until 10.30 


tomorrow morning. 


---The witness temporarily retired. 
---WJhereupon at 5.10 o'clock in the P.M. the proceedings 
of this Committee adjourned until Thursday, August 


pera, 1951, at 10.50 o*clock in the A.M. 
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